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Foreword
his publication was written to assist CPAs in finding or
refining their consulting practices. Most CPAs already
provide consulting services. Many have even gone to
the extra effort of formalizing this area within their
firms. Few, however, believe they have found the right formula to
successfully sell, provide and profit from small-business
consulting.
T

So how can this book help?
We wrote it for several reasons. The first being that the success of
CPAs has historically been based on their skills as technicians. As
a consultant, effective communication and persuasion become a
major component of the overall service delivered. This book helps
by emphasizing how to improve these skills.
Second, many CPA firms have failed in being able to formalize
consulting as a long-term offering. We review why this has hap
pened and what you can do to avoid this same occurrence.
Third, we wanted to concentrate a significant portion of this book
on fundamental philosophies related to consulting. In our opinion,
the central issue behind consulting should not be additional ser
vices creating additional revenue, but rather, Is this the right
direction and focus for you, your firm and your clients?
Fourth, our goal was to create a text which was not only informa
tive, but also easy and fun to read.
Who should read this?
This book has something for everyone! Why? Because consulting
is not just another department with new services; it's a success
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strategy. Consulting is essential to the maintenance or growth of
every CPA practice during the '90s, whether you primarily con
centrate on tax, audit, financial statements, or any other service.
Inside you'll find out why.
Augmented with examples and sample forms, this book was cre
ated to serve as a catalyst; one that is a constant reminder of the
significance of consulting. For those without consulting experi
ence, we have included our thoughts, approaches and guidelines on
this subject (which have been developed over years of trial. . . and
mostly error). For those who have successfully traveled the path
of consulting, we offer a back to the basics review to help you pin
point possible weaknesses.
We make no promises or guarantees that our ideas or approaches
will work for you. However, you do, at a minimum, have the op
portunity to see what works well for us. By using this information
as a starting point, you should be better able to consistently deliver
consulting services which are both valuable to your clients and
profitable to your firm.
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Chapter 1

Deliver
Valuable
Services
at
Premium
Rates
sAa starting point,
let's begin where we left off in the Foreword. The
objective of this text is to better prepare the
consulting CPA to:
Deliver
valuable
consulting services
at premium rates.
The implementation of this concept starts by taking a closer look at
each of the words in this phrase.
Deliver bears the distinction of being more than just offering or
performing services; it includes the ability to provide:
The right product or service,
at the right price,
in the right quantity,
of the right quality,
at the right time,
in the right manner or fashion,
and at the right place for a particular situation.
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Chapters 3 (Two Approaches to Small Business Consulting) and 4
(Delivering Valued Services) should help define strategies to
deliver.
The word valuable represents a perspective. Delivering valuable
services means more than obtaining results. It encompasses the
balancing of:
The benefits achieved
against
The costs to obtain them.
Value also denotes that a
transition is in order.
This
transition is for consulting CPAs
to move from primarily dealing
with their clients' pasts to
concentrating on
ways of
enhancing their futures. Chapters
9 (Building the Foundation), 10 (Planning the Business Strategy),
11 (The Lending Business has Changed), 12 (Special Concerns for
the Start-up Business) and 13 (Asset Protection Consulting)
concentrate on actual services which can lay the groundwork for
creating this transition.
Because the future is not bound by rules or laws (different from
tax, audit, financial statements, etc.), as consultants, our recom
mendations are often merely educated guesses. Since solutions are
rarely clearly right or wrong, good communication skills become
essential to the consulting process. Chapters 6 and 8 (The Basics
o f Marketing and Personal Sales Skills) review techniques which
will enhance your abilities in this area.
Good communication, future focused services and the proper bal
ancing of costs versus benefits is the foundation to providing value
to your client. But keep in mind that value is a judgment that
only the client can bestow.
The term service is a reminder that much of consulting is intangi
ble and relationship-sensitive. A major portion of the product con
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sultants provide relies on their ability to communicate effectively
and perpetuate a problem resolution environment. You will find a
dialogue in Chapter 4 outlining our approach to resolving prob
lems. And in Chapters 6 and 8, we focus on improving your
communication techniques.
The phrase at premium rates is straightforward enough. The issue
here is . . . consulting shouldn't be a loss leader. It should be a
money maker. Even though most CPA firms provide consulting
services,
All too often
they are provided for FREE, rather than FOR FEE.
The good news is . . . you can learn to bill and collect for consult
ing services. The strategy we use is covered in Chapter 5 (A
Billing Philosophy for Consultants).
For those of you who aren't quite convinced that small-business
consulting is worth pursuing, we created Chapter 2 (Why Bother
With Consulting?) to challenge your thinking.
For those ready to pursue consulting, we focus on marketing.
Chapter 6 is a discussion of some fundamental marketing issues.
Chapter 7 (Creating Exposure fo r Your Consulting Practice) ad
dresses various alternatives for gaining visibility and exposure for
your firm. Chapter 8 covers one-on-one and group sales tech
niques. The combination of these three chapters creates the struc
ture for building a consistent and effective marketing program for
your firm.
Finally, Chapter 14 (Because We Are CPAs . . .) discusses how all
of this fits within the framework of our profession. It not only re
views the standards which guide this service, but also incorporates
various forms and sample communications for your consideration.
The bottom line is . . . we believe in consulting. And by the time
you finish this book, we are confident that you will believe in
consulting, too.

Chapter 2

Why
Bother
With
Consulting?
r
E

r

verywhere you go, you can find CPAs frustrated with
the business of consulting. And everywhere you turn,
you hear another reason... why you shouldn't bother
formalizing this service. These comments might ring a familiar
bell:
My small business clients can't afford to pay for
consulting. Even though we provide the service, it's
just never been profitable. So we try to give a little
free advice now and then, hoping we'll be remem
bered when there is more fa t in the consulting
budget.
Many o f our small-business clients occasionally
call and ask us a few questions. We don't bother
recording the time because it doesn't amount to
much.
We give away our consulting time throughout the
year and adjust our year-end tax fees accordingly.
These are just a few remarks we've heard too many times. The
problem is . . . there are many reasons why the implementation of
consulting services and the realization of consulting revenues have
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fallen short of expectations. Many firms already have failed at,
and abandoned, consulting. So it’s obvious that success is not au
tomatic. Therefore, why take the risk? Why bother at all?
Here are a few issues to consider.

Revenue Growth
Traditionally, the typical CPA practice has concentrated on taxes,
financial statement preparation and audit services. Between the
reduction of tax rates and the diminution of tax shelters, the aver
age tax return isn't quite as lengthy or complicated as it once was.
This obviously has a negative impact on gross revenues. As for fi
nancial statement preparation (or write-up work) . . . CPAs have
been unloading this chore for years due to its low profit margins.
Regarding audits, the procedures and requirements constantly are
becoming more stringent. When you add this to the skyrocketing
liability insurance premiums and peer review costs associated with
auditing, you find that this revenue source has lost much of its ap
peal. This leaves many CPA firms facing an undesirable revenue
stream.
For many, expansion into the consulting arena is a logical alterna
tive. Since most CPAs already perform a certain degree of coun
seling, the skills necessary to unveil at least some services are
likely to be available. Therefore, start-up costs can be small.
When you add the fact that consulting can contribute revenues at
premium billing rates, you end up with potential for an excellent
source for profit.

Client Base Protection
The protection of your client base is critical to your future sur
vival. Why? Because the CPA industry is booming. Note these
statistics from The Texas State Board of Public Accountancy
(TSBPA), for instance:
In 1970, there were approximately 8,600 licensed
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CPAs in Texas. In 1980, there were around 21,600
CPAs. By 1990, this number had grown to about
45,000. And for the last six years, the TSBPA has
averaged about 3,000 new licensees per year.
As you can see, the number of CPAs in just the state of Texas is
growing at an incredible rate. Taking a look at this growth on a
national basis, we reference the AICPA's "Annual Report" pre
sented in the November 1990 issue of the Journal o f Accountancy.
During the decade ending in 1990, the number of members in pub
lic practice grew from 87,339 to 131,508; approximately 50 per
cent. Couple this growth with the fact that, during this same pe
riod, the number of business/industry members within the AICPA
grew over 100 percent. These statistics demonstrate the rapid
growth our profession is realizing. Unfortunately, business growth
and opportunities are not accelerating at nearly this same pace.
This creates a problem.
The number of tax returns filed between 1975 and 1985 for the
combination of corporations, partnerships and non-farm-propri
etorships increased at a rate of 56 percent according to the Statisti
cal Abstract o f the United States (U.S. Bureau of the Census) for
1989. Individual returns during this same period rose only 19 per
cent. The net effect is that our potential client base is not growing
nearly as fast as is our profession. Therefore, statistically speak
ing, with every passing day there are fewer clients available for
each CPA.
Obviously, as more CPAs and CPA firms enter the marketplace,
competition intensifies. This means you need to take a proactive
stance about defending your client base. That's why a consulting
practice can be so important. By introducing additional services,
your firm not only creates additional revenue opportunities, but
becomes a more valuable resource to your clients. This in turn
cultivates client loyalty and satisfaction, which is your best defense
in a competitive environment.
A common rebuttal is, "This sounds like it will create more
headaches than it's worth, especially since only a few o f my clients
will take advantage o f these new services!" Note that the issue is

10
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not whether the majority of your clients actually utilize your new
services. But rather, by offering consulting, you announce that you
provide more than the traditional bread and butter accounting ser
vices. Historically, this education leads to your involvement in
other areas; areas that have invited competition in the past. Your
goal is to become the financial and business advisor for your
clients; a real and valued partner. This way, their ever-changing
needs become your opportunities instead of your competitor's.
Aside from the additional opportunity, consider the loss potential.
As soon as your client looks elsewhere for expertise, the door is
open for comparison. Comparison often leads to negative percep
tions. Why? Because, over time, your competition reminds your
client of your weaknesses, which jeopardizes your client's loyalty
to you.

Consulting Is a Logical Role for CPAs
Another reason to bother with consulting is, Who is in a better
position to offer guidance than the CPA? We examine our clients'
financial situation and have a fundamental understanding of their
business activities. Logically, the next step is to take a more ac
tive role in helping them become more profitable, which in
evitably leads to increased profitability for the CPA.

Increasing Client Sophistication
Our experience is that today's client is more educated and inquisi
tive than ever before. This sophistication has created a new breed
of client that is demanding more than a tax return and a balance
sheet. They expect a financial advisor. If we don't deliver,
they'll find someone who will.

Organizational Opportunities
First, consulting work can be more enjoyable, demanding, exciting
and frustrating than traditional compliance work. This intensity

Why Bother With Consulting?
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often acts as a catalyst to revive and rejuvenate the interest and
focus of disenchanted management and staff.
Second, if you, as a firm, want to attract and retain talented CPAs,
you need to be able to offer opportunities and new challenges.
Consulting does just that. The additional revenue potential not
only provides room for new talent, but creates other new manage
ment positions. This expansion, in turn, secures a retirement
funding source. Retirement then creates additional openings.

The Future
Many experts believe that the CPA firm of the future will be less
pyramidal and more horizontal in structure. In other words, more
partners and management, but less staff. This is due to the migra
tion towards boutique CPA firms that are experienced and spe
cialized. Since consulting is definitely a specialized area, for
malizing your consulting practice positions you today . . . for
tomorrow.

In Summary
To answer the question Why bother with consulting? we offer the
following:
Those who maintain a traditional CPA practice will continue to
do well in the short term, but will fade in the future. Specializa
tion already has taken over the medical and legalfields... soon it
will be our turn. You can expect the general practitioner's ser
vices and rates to be increasingly challenged by non-CPAs. Our
competitive edge lies in fine tuning those areas that best utilize
our unique training and experience. Consulting is a service that
not only maintains, but sharpens, that edge.

Organizing
Your
Consulting
Practice

Chapter 3

Two
Approaches
to
Small
Business
Consulting

Two
Approaches

mith & Smith, a successful CPA firm,

5

decided to offer some new, specialized
consulting services. As a logical place
to start, these services were marketed
to their existing client base. Immediately, there
were several hot prospects. Within a couple of
months, the in-house consulting talent was com
mitted. Yet, additional requests were being made.
Rather than miss these lucrative opportunities, man
agement added additional consulting staff.
Six months later, operating with a beefed-up con
sulting department, the cream of the business had
been skimmed from the existing client base. The
consulting requests were starting to dwindle.
Within a few short months, the idleness of some of
the consulting staff became a serious overhead lia
bility to the firm. Knowing that the financial re
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sources were draining fast, management put to
gether a comprehensive campaign to expand the
firm’s market. However, it was too late. The firm
discovered that their new audience was very slow to
react. The result: Smith & Smith decided to go
back to its bread and butter services and leave con
sulting behind.
This scenario should ring a familiar bell for many of you. History
reflects that the traditional one-approach-fits-all consulting
strategy might not only be unprofitable, but could severely damage
the financial condition of the CPA firm. For these reasons, this
chapter focuses on two successful alternatives that effectively
deliver consulting services to the marketplace. We call them the
fortress and the empire.
Let's take a closer look at the meanings behind these terms.
In wartime, fortresses were built in order to protect communities
from outside forces. Barriers were created, like walls, moats, etc.,
to fend off would-be attackers. All the needs of the community
were supplied from within the confines of
fortress.
Empires were built by conquering
new territories and expanding well
beyond the original boundaries.
The community's needs were
supplied through a combination of
resources available within the
empire's own fortress and in the
new wealth found amidst the an
nexed provinces.
With this introduction in mind, here's how these terms have been
translated to fit the consulting environment
Our first approach, the fortress, which focuses on the short term, is
directed at offering consulting services to a community of existing
clients. The objective is
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To deny opportunities to competitors by
surrounding the client base with a wall of essential
business services.
The second alternative, the empire, is a long-term, time-and-re
source-intensive strategy. We call it the empire because its intent
is
To select a few specialized consulting services and
not only supply them to the community within the
fortress, but also use them to annex new clients.
Before elaborating on the details of these two approaches, two
more definitions are required.
Sub-Contract:
An arrangement with outside sources to provide a
CPA firm with temporary staff and/or expertise.
From the client’s perspective, the contracting firm
(let's say, your firm) is in charge of the work.
Therefore, your firm also is the one held responsi
ble. As the manager of sub-contract workers, the
CPA firm's role is not only technical, but also ad
ministrative, from project planning through the
billing/collection function.
Refer:
To send or direct a client to other sources for assis
tance without any expectation of participation or
compensation.
Knowing when to sub-contract versus refer plays a major role in
the successful building of either
fortress or the empire. With
this background, it's time to examine the nuts and bolts of each
approach. First, let's dissect the fortress.

18
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Fortifying the Fortress
Under this approach, consideration should be given to the short
term needs of the CPA firm’s client base, the profitability of deliv
ering a particular service, the CPA firm's in-house talent, and the
CPA firm's long-term objectives.
The fortress is a client base protection strategy. By continually
offering client-requested consulting services, you eliminate the
need for them to look to your competitors for help. So in order to
keep your competition at a distance, you have to build a wall of
services that addresses all reasonable consulting opportunities.
For example, let's say one of your clients requires financing sup
port. The fortress suggests that you find a way to satisfy this need.
Otherwise, your client's cry for help could be heard by competi
tors. And should one of them respond, all of the other services you
provide to that particular client also are at risk. By remaining visi
ble and maintaining at least some level of involvement with the
client, you minimize the chance of losing control of the account.
Your firm also presents the positive image of being a one stop
shop, a firm that can cater to all the needs of its community.
A real plus for th e fortress is . . . it typically returns a high profit in
minimal time. Why? Because revenues can be generated quickly
(since the clients are ready to buy) and the cost of marketing is low
(since they are existing clients, the selling cycle is short and inex
pensive). With this introduction to tins fortress, it's time to look at
how to build one.

Determining the Most Appropriate Services
First, identify the desired services. And yes, desired services are
just like they sound-those services your clients want to obtain.
The simplest way to do this is to listen to them. Clients tell you
what they want in many ways-by the questions they ask, by shar
ing interesting comments from "friends" (Joe tells me his CPA is
...) , etc. More directly, you can have each member of your staff
inquire as to the client's near-term operational priorities at the end
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of meetings and phone conversations (this technique is not only
simple and free, but effective). A more formal alternative is to
send out surveys or questionnaires that request this type of
information.
After gathering information, prioritize these wanted services into a
sequence of highest to lowest demand. Next, re-prioritize them.
But this time, consider which are most likely to receive competi
tive interference. This process helps you
Distinguish the services of greatest interest to both
your competition and your client base.
Now it's time to identify your skills inventory. You accomplish
this by reviewing the background and experience of your managers
and staff. A good way to begin this phase is to have each member
of the firm analyze and list his or her own talents and strengths.
Emphasize that this is no time to be modest or shy about abilities
(for example, your data entry person may be a closet programmer).
Determining STANDARD FORTRESS SERVICES
CLIENT'S

C M FIRM'S
SKILLS

WANTED
SERVICES

IN-HOUSE

sub

CONTRACT

Are the Services
Unprofitable?

Break-Even
or

Profitable?
IGNORED
SERVICES

OFFERED
SERVICES

BY C M FIRM

BY C M FIRM

Another project is to define other sources that can provide unique
support: sub-contractors, for example. This is critical to the
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fortress because it is highly unlikely that a CPA firm's internal tal
ent alone can satisfy the varied demands of its client base. There
fore, finding local, reputable firms that are capable of supplying
quality contract services is essential. By joining forces and al
lowing a select few to augment your in-house talent, you
strengthen your fortress’ wall of services and make it more resis
tant to competition.
Finally, determine which services your firm should offer
{offerable services) by balancing wanted services with available
in-house and sub-contract skills. The result of this process is the
identification of services that:
protect your client base,
are easy to provide, and
are profitable to deliver.
The steps just described work well for establishing a present set of
standard consulting services. But with the fortress, you also have
to be ready to address other unique client needs as well. For
example:
Let's assume that one of your clients is about to begin the painful
process of converting inventory and receivables from a manual
system to a computerized one. Let's also assume that this is not
one of the standard services you've been promoting. However,
your client has come to you for assistance. Or maybe the client
hasn't come to you yet, but you have been listening.
The first question is . . . do you have access (internally or through
sub-contract) to the skills required for this project? If the answer is
no, MAS standards (SSMAS nos. 2 and 3) preclude you from per
forming the work due to the professional competence issue. But
for this example, let's say the required skills are available.
The next question is . . . is it likely that another CPA firm will re
spond if you don't? If the answer is no, then the decision as to
whether to pursue this job should be based solely on its profit po
tential. Should competitive pressure exist, the client's relative sig
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nificance to your firm becomes the central issue for consideration.
If the answer is not substantial, then once again, the project's over
all economic impact determines your level of involvement. If the
client is an important player in your firm's revenue stream, then
taking on an unprofitable job may be warranted to reduce the
threat of poaching.
The point is . . . as long as the services can be delivered profitably,
the fortress calls for their delivery. Even when a project is
marginally profitable (or worse), there are still circumstances
where participation is essential. Remember, the fortress attempts
to build a wall of services around its clients in order to minimize
the threat of competition.

The Overhead/Profitability Struggle
Building the fortress' wall of services is likely to require a variety
of talents and unique expertise. Few firms have the diversity of in
house talent to pull this off. So with each new opportunity, avail
ability of talent will become the dominant focus. Questions will
arise like:
Do we have the in-house talent required for this
project?
I f we have the talent, is it currently available?
I f the in-house talent doesn't exist, is it worth
developing?
In order to develop this skill, should we train existing
personnel or hire someone possessing this spe
cialized knowledge?
Should we avoid developing this skill altogether and
find a firm and/or individual to hire on a sub
contract basis?
This series of questions brings up another major emphasis of the
fortress: minimize overhead! Looking back at our computer im
plementation example, if the talent is not readily available in
house, then sub-contracting is the next best alternative. Why?
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Because hiring or internally developing unique
technical skills is a very low priority in the fortress
strategy.
The needs of your clients are constantly shifting. In other words,
today's high-demand services are likely to be unimportant several
months from now. Since consulting services are exceptionally
sensitive to timing, adding overhead in order to meet today's client
needs could be the catalyst for disaster tomorrow.
The importance of low overhead cannot be overemphasized. Since
you have a narrow primary marketplace (your clients), and since
consulting work by nature is non-repetitive (you don't build a good
client/consultant relationship if you have to solve the same prob
lems over and over), the demand for consulting services is
unpredictable at best. This environment often creates a string of
feast or famine situations. That's why the success of this ap
proach depends so heavily on a firm's ability to maintain lean and
mean overhead. Here's another way to think of it: picture your
consulting department as an accordion. Imagine it expanding and
contracting based on current opportunities, client demands and
competitive pressures. The expansion should, for the most part, be
supplemented through sub-contract arrangements. This allows the
contraction to occur without threatening the viability of the firm.

The Awareness Campaign
At this point, you should have already determined what services to
offer and how to deliver them. Now it's time to develop an aware
ness campaign. This consists of a marketing effort to inform your
clients that:
Your organization delivers more than just
standard CPA services.
Without going into much marketing detail (since chapters 6, 7 and
8 are devoted to this subject), the primary requirement of this
phase is to create a consistent advertising campaign that educates
your client base. By repeatedly communicating that your firm is
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committed to responding to the needs of its community (its
clients), you build loyalty. And loyalty is the mortar that holds the
fortress together.

In the Real World
The bottom line is . . . the fortress is a viable alternative. It also is
the option best suited for most CPA firms. Why? Because few
firms have a large enough client base to support a fully staffed
consulting department.
For those of you who feel the fortress is more theoretical than
practical, we offer these examples:
Not so long ago, the American automotive industry
focused on large cars. Since large luxury cars were
the most profitable, building small cars was almost
perceived as an inconvenience.
The Japanese thought differently however. Some of
these auto manufacturers viewed this hesitation in
developing the small car market as an opportunity
to expand into the U.S. So they did. Once estab
lished with an excellent reputation for building
quality small cars, luxury small cars were an
nounced. Today, these auto makers are providing
all shapes, sizes and styles of cars and trucks to the
American consumer. This expansion has signifi
cantly impacted the profitability, and at times the
viability, of the big three American automobile
manufacturers.
Here was a situation where the American automotive industry de
cided to ignore the demands of its community. However, if the
fortress strategy had been followed, the Japanese would have been
denied their invasion of the marketplace. The result: American
automobile manufacturers might have been able to maintain a
much greater market share than they enjoy today.
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If you think this example is just history and no longer relevant,
contemplate this:
Why does International Business Machines (IBM)
pay so much attention to the personal computer
(PC) marketplace! Is it profit motivated? You
bet! But not because of the PCs themselves.
It boils down to this:
The day IBM allows a competitor to domi
nate the PC marketplace, odds are the
competitor will then use this success to ex
pand into the large computer arena.
The problem is . . . IBM generates the lion's share of its revenues
from larger equipment. So to protect Big Blue's revenue stream,
IBM will continue to concentrate on strengthening its fortress by
enhancing the PC sector.
What we are saying is . . . those firms that expand into the con
sulting arena may soon be found encroaching on your client base.
If one of these firms is engaged for a specialized project or two,
within a year or so you may find yourself with fewer clients. The
fortress approach dictates that if one of these specialized services
is required, you are better off sub-contracting to potential com
petitors than letting them run loose among your clients. This way,
you maintain control of the account.
The handwriting is on the wall in big bold letters: protect your
client base. Sustaining a wall of services around your clients is the
best way to build &fortress that can stand up to the competition.

Building the Empire
What do you do if you don't have a client base to protect? Or what
if your current client base isn't big enough to support your desired
lifestyle? Maybe the current work you perform isn't challenging
enough. Are you looking for a growth vehicle that would allow
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you to promote and retain your quality personnel? It is these kinds
of questions that lead us to our next approach, the empire, which is
committed to client base growth.
As a starting point, the empire is
almost a superset of the fortress.
When you think about it, there is
some logic to this. Securing
your homeland should be an
integral part of an expansion
program. This is accomplished
by taking care of the consulting
needs of your clients. However,
the phrase taking care o f has a much narrower focus in this
context.
The empire focuses on the CPA firm’s strategic plan—not the cur
rent needs of the client base. However, the empire does attempt to
take advantage of all business opportunities within the current
client base as long as they are consistent with the long-range plan.
An example of an empire's mission statement would be:
To build a consulting department that has the skills
and reputation to expand and dominate new mar
kets by providing superior services in arbitration,
divorce litigation support and valuation.
Considering the above mission statement, if a client needed sup
port in the resolution of a partnership dispute, since arbitration is
part of the long-range plan, this project would be aggressively so
licited. However, if financing was the demanded service, it would
most likely be referred to some other firm. Note: try to give this
business to firms that complement your areas of expertise so your
referrals can be reciprocated.
Why? The reason is focus. With the empire, you endeavor to use
consulting to attract new clients. On a simplistic level, the idea is
to add clients at a faster rate than you lose them. From day one,
the spotlight has to be on penetrating new territories. In order to
encourage them to hire your firm, you must offer super-quality
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services to the masses. In order to provide super-quality services,
you have to possess unique experience and expertise in a specific
field or area. To attain this level of specialization, your firm must
choose a few select services. Then, fine tune and develop thendelivery.
As your list of services becomes more narrow and specialized, the
geographical area of your target marketplace will most likely have
to expand. In other words, if you need to work with 10 clients per
year, and only 1 out of 100 businesses will require your service,
then your marketing campaign had better encompass at least 1,000
businesses. If that ratio were l-to-1,000, then your exposure
would be that much more broad.
Creating this kind of distinction and visibility is costly, both in
time and money. Therefore, deciding to build an empire is not a
decision to take lightly. For it to be the right choice, you have to
view consulting as the cornerstone of your future accounting
practice.

Determining the Most Appropriate Services
With the empire approach, services offered are based primarily on
the CPA firm's long-range plan. So, performing some business
planning internally is the right place to start. Chapter 10 (Planning
the Business Strategy) takes a closer look at how to approach this
process.
Note: By having the consulting staff/department facilitate
your firm's internal planning sessions, you will provide an
excellentforum for training and confidence-building.
The CPA firm's skills also are a major ingredient. These can be di
vided into two categories: current skills and planned skills.
Current skills should be fairly self-explanatory--those skills cur
rently in-house or available through other sources. Planned skills
are those to be obtained through training or future hiring. Both are
viable alternatives. In order to choose the best option for your
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firm, you need to consider the technical expertise needed as it
compares to the aptitudes and interests of the current
staff/managers/partners.
As an interim solution to this development process, an idea worth
considering is to establish a good, working relationship with sub
contractors. This not only allows you to offer a comprehensive list
of services from the onset, but the sub-contractors also can double
as trainers for your consulting staff.
Offered services are the end product of blending a CPA firm's
long-range strategy (or plan) and its skills. Another way to put
this is: offered services are merely those services identified within
the long-range plan that can be presently supported. As additional
skills are developed, offered services should be expanded to en
compass these changes.

The "Determining Empire Services" graphic is simpler than the
one shown for the fortress. This is because there is an assumption
that services identified within the long-range plan can be delivered
profitably under the right circumstances.
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Before any offered services are actually delivered, the central focus
turns to the project. Remember, with the empire, you are attempt
ing to deliver a few super-quality services to a bigger market.
This large target market should contain many opportunities. It is
the intent of this approach to skim off, or cherry pick, those proj
ects with the highest profit potential.
This expansion philosophy takes a great deal of time and money to
implement, especially compared to the fortress. In order to be
successful, from the onset you need to simultaneously sell to both
your clients and non-clients. Why? Because today's non-clients
will be slow to react to whatever marketing effort you put in place.
Experience dictates that it takes about a year before a new target
audience builds enough trust and confidence to solicit help. This
means your current client base plays a critical role in allowing you
to bridge this span of time. So, especially during this beginning
phase, every consulting opportunity within the current client base
that is consistent with the long-range plan must be aggressively
pursued. Some projects inconsistent with the long-range plan also
may be undertaken during this initial time frame if excess con
sulting capacity exists (as long as you don't lose sight of your final
objective).
Since your current client base is limited in size, at some point, you
will have capitalized on all of its lucrative consulting projects. The
trick is to create an effective marketing campaign so that it pro
duces new clients before you have exhausted your old ones. Thus,
the risk associated with the empire is reduced. However, most
firms aren't fortunate enough to totally diminish the risk. There
fore, you need to be financially prepared to carry your consulting
department during this transition.
This is one of the main reasons why the empire is riskier than the
fortress. The empire assumes that you are building a long-term
consulting department. This equates to more overhead. Overhead
will come in the form of people and training costs. During the
time that your current client base demands more than you can sup
ply, the expenses associated with this department may be immate
rial. However, once you begin to expand your market and sign up
new, lucrative consulting opportunities, your overhead should be
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very manageable. But, in the interim, when demand is down and
overhead is up, your firm will be exposed.
The best way to minimize this risk is by understanding that mar
keting is forever in the empire. Also, marketing must be consistent
and continuous as well. The sooner you start marketing to these
vast unconquered territories, the sooner you will reap the rewards.
Too often people become overconfident due to the responsiveness
of their current clients. By the time an expansion marketing cam
paign is finally created, it often is too late. The transition period
discussed above becomes too much of a financial burden. The re
sult: the empire crumbles.
The point is . . . the empire is for the aggressive, marketingminded, growth-oriented CPA firms. Firms adopting this approach
will, no doubt, face a few fortress-minded CPA firms. Don't be
concerned, this can work well for all parties involved. As long as
the empire firms will work as sub-contractors and allow the
fortress firms to maintain control of the accounts, these two
methodologies can work hand-in-hand. Also, as an empire
builder, you should expect to sign agreements that prevent your
firm from invading other services which are provided within the
fortress of the contracting firm.
Many lucrative consulting projects are being ignored today. Not
only can this kind of work be profitable, it is fun and challenging
as well. And if our prediction is correct, then within 5 to 10 years,
the successful, prosperous firms will be highly specialized. This
means the empire builders will be way ahead of the game and po
sitioned for the 21st century.

We’re Doing Both and It Seems to Be Working Fine
Some of you now may be using both approaches simultaneously.
Our comment: this position can be dangerous. You can build an
empire and also protect your fortress as long as you have idle re
sources and no serious competitors. However, as the demand for
your consulting services increases or competition intensifies,
something has got to give. With limited resources, it is impractical
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to try to cater to all the needs of your client base and highly spe
cialize too. If you are unable to satisfy the empire and the fortress,
your clients may get invaded by your competition. Therefore, the
earlier you choose a strategy, the stronger your position. When
you vacillate between them, your environment may force you to
choose at a time when you are least prepared to respond.

Competition
Competition can change a marketplace overnight. As an example,
today you may be comfortable referring all computer work to out
side vendors. This works as long as your accounting peers don't
provide that service. However, once a direct competitor builds
strength in one of your weak areas, they can use it to cripple you.
The point . . . even though a middle-of-the-road strategy works
now, it may not work as your environment changes. And rest as
sured, it will change. Don't be caught off guard.

Marketing
If you are building a fortress, then the marketing effort must be fo
cused at your current clients. If you are not directing your mar
keting efforts where they belong, you're walking on the edge of
disaster. You will miss opportunities because, at some point in the
future, your client's requirements will either shift or be satisfied.
If you are expanding your empire, an aggressive, consistent cam
paign promoting your services needs to extend well beyond the
current client-base boundaries. Again, a poorly defined marketing
strategy could mark the failure of your consulting department. But
with the empire, you can be fooled by the initial wave of interest
generated predominantly by your current clients.
In order to be successful, you need to be able to:
Quickly adjust to the client demand (the fortress
strategy), or
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Continue to expand into new territories where the
market for your super-quality services is untapped
(the empire strategy).
Since this type of flexibility or expansion requires planning and
preparation, the earlier your approach is identified . . . the better.
We offer this analogy:
In sports, whether it be football, basketball, golf, tennis,
racing, etc., those winning the gold follow some kind of
game plan. This strategy may take either an offensive or
defensive flavor. The objectives, talents and current con
ditions determine which tactics should be utilized. The
player(s)/team that has the best game plan is the one most
often found in the winner’s circle.
The same philosophy is true for consulting; you need to follow a
plan. If you want to posture your consulting department defen
sively, then the fortress is an approach to consider. If you view
consulting as an offensive weapon for expansion, then follow the
empire strategy. If you want to adopt both methods, your planning
becomes even more critical because vacillating between both
strategies is the most dangerous alternative available.

Differences
Where the fortress aggressively pursues almost every con
sulting opportunity with existing clients, the empire seeks
out only those opportunities consistent with the CPA
firm's long-range plan.
The fortress is centered around client-base protection. The
target of the empire is client-base growth.
The fortress is primarily a defensive approach; the empire is
mostly an offensive one.
The empire takes a great deal more time and money to imple
ment than does the fortress.
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The empire, due to a larger overhead and a predictable rev
enue shortfall, is a riskier alternative than the fortress.
The services offered by the empire remain fairly consistent
over time. Those provided by the fortress change as
rapidly as current client demand.
As long as client-demanded services are consistent with the
CPA firm's long-range strategy, the variation between
these two approaches is strictly in the marketing effort.
The empire will direct its efforts towards generating new
clients, while the fortress will attempt to hold on to the
ones it already has.
The fortress will de-emphasize past services that are not a pri
ority to the current client base. The empire's service of
fering is not dependent on the demands of the current
client base.
Because the fortress emphasizes building a wall of services
with minimal overhead, working with a select group of
sub-contractors is common. Under the empire, consulting
requests that do not fall within the long-term plan are
normally referred to other firms.

In Summary
Consulting is a service that is education- and experience-intensive
. . . the highest and best use of both. It is directed at helping our
clients solve today's problems and take advantage of tomorrow's
opportunities. The challenge is to support our clients in a manner
that allows them to more lucratively manage their businesses, fi
nancial affairs, estates, etc.
We believe that the future of today's CPA lies in providing these
kinds of services; services that CPAs are uniquely qualified to
supply. Some of our current bread and butter compliance work,
like tax and bookkeeping, will soon fall prey to a growing service
industry of new CPAs and non-license holders. Experience will
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become our most distinguishable and marketable characteristic.
And, since consulting requires both the theoretical and practical
application of knowledge, this service is our edge for competing in
the ’90s.

Chapter 4

Delivering
Valued
Services
hTere are two basic resources we, as CPAs and
consultants, have to offer. The first is knowledge,
which has been gained through years of education and
experience in dealing with business, accounting and
tax matters. The second is manpower; it is common for CPA firms
to supply the necessary management skills and labor force to
complete a project.
Historically, these resources have been packaged as one service.
But for consulting purposes, they need to be thought of, sold and
delivered separately. Why? Because, in order to be effective and
efficient, consulting services need to be delivered in a manner
commensurate with the client's resources. Simply stated:
Offer the services in increments the client can afford.
The larger the client, the more likely it can afford to retain consul
tants for advice, vision and labor. Conversely, the smaller the
client, the less likely it can pay for this bundle of services.
How large is a small business? In our opinion, the key does not lie
in the words large or small, nor in the number of employees or
sales dollars. Rather it lies in the resources the business has avail
able. Every company is made up of some combination of money,
equipment and human resources. When money is the most limited
resource within a company (for instance, if paying a consulting
firm $5,000 in a month would be a significant financial burden),
then we approach our work as if the business were small.
35
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For these clients to gain the greatest impact from their consulting
dollar, we unbundle each of our services and make a clear distinc
tion between the costs for:
Advice, direction and vision, and
human resources required to complete the work.
By unbundling services, the small business can opt to supply its
own consultant labor force. This person or group of people
(usually part of, or all of the management team) then work under
the direction of the consultant CPA. Since the management team
rarely receives additional compensation for performing this extra
assignment, this option allows the company to save a significant
amount of money.
The idea of unbundling services is simple and hardly seems wor
thy of so much attention. But the problem is . . . it is almost sec
ond nature for CPAs to package solutions that contain both exper
tise and manpower. While this combination is easier to manage,
control and complete, it is a luxury some small businesses can't
afford.
The tradition of the CPA performing all of the work has evolved
from years of practical real world experience. Why? Because
CPA firms first focused on large SEC-regulated companies. As
time passed, that support has filtered down into smaller and
smaller companies. Now CPAs provide services from the Fortune
100 companies to the start-up mom and pop shops. However,
many CPAs attempt to use the same methodology for delivering
services to all sizes of businesses. The problem is . . . the one ap
proach fits all just doesn't work.
For years, the philosophy behind consulting has been:
I f the client wanted to do it themselves, they
wouldn't have hired us.
This is a fairly realistic perspective for a business that has more
money than time, skill or available manpower. However, money
usually is the most limited resource of the small business. With
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this in mind, the philosophy behind small business consulting
should be:
The client has done everything they know how to
do. They have hired the consultant to help them
identify what needs to be done, direct and train
them as to how to do it, and orchestrate the com
pletion o f various projects.
The bottom line is . . . time-consuming, tedious, repetitive tasks
have to be delegated to the client when performing certain small
business consultations or engagements. This change in approach is
difficult because old habits have to be broken —habits like provid
ing both the brain work and the grunt work.
Consider this: Small business owners are the designated fire fight
ers, managers, salespeople, janitors, bookkeepers and everything
else. Unfortunately, this day-to-day involvement keeps them fo
cused on the present. Since many small businesses can't afford the
overhead, at least on a daily basis, of a visionary person (like a
CEO or CFO), a void in the company's perspective is created.
That’s where consultants are needed most: to fill that void by
helping the client with the "brain work" of planning, organizing,
growing and becoming more profitable.
Ultimately, the difference between delivering mediocre versus su
perior services lies in the consultant's ability to quickly and cor
rectly identify the proper level of service (brain vs. grunt work) for
each client. Here's a process we follow that might be of help:
Identify project tasks: Itemize the specific
required to complete the job. Sequence
tasks in the order in which they should be
pleted. Then identify scheduling conflicts
yours and your client’s) that might exist.

tasks
these
com
(both

Identify task requirements: Find the skill-level re
quired for each specific task. In other words,
identify which areas require your expertise and
identify which tasks can be delegated (preferably

38

Small Business Consulting

to your client, or if that is impractical, to a less
experienced member of your firm).
Next,
consider the time required to complete each task.
Match client resources against task requirements:
Your client has some level of skill, manpower,
time and money. Evaluate each area for strengths
and weaknesses.
The following example should clarify this three-step process:
Todd, a new client, has spent two years writing a software
program in his spare time. He feels his package has a
great deal of revenue potential so he wants to market it.
Unfortunately, Todd has very little money. He comes to
you for suggestions on financing. Additionally, he would
like to open an office, but is afraid he may not have the
negotiating skills required to obtain a competitive lease.
Finally, he says that he may need some help automating
his financial information.
Your first step, as dis
cussed previously, is to
identify the projects:
Next, break each project
into tasks and itemize the
requirements. Continuing
with our example, let’s take
a look at Todd’s situation.
Financing: In order to obtain a loan, specific informa
tion needs to be provided to the lender. Although
this can be time-consuming, the critical skills are:
Determining what information should be
prepared, and
Massaging that information into a mar
ketable format.
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Assembling most of the documentation does not
demand a high level of expertise.
With this background, the tasks might look like:
1) Identify the required loan
documentation.
2) Prepare a draft of each item required by
the loan document.
3) Massage the documentation to maximize
its presentation.
4) Present the loan package.

Office Space/Negotiating the Lease: The actual nego
tiation of a lease generally is not time-consuming.
However, the expertise required is high because
the negotiator must be able to quickly recognize a
fair offer when it comes to monthly charges, utili
ties, common area maintenance, taxes, insurance,
finish-out allowances, etc. The tasks associated
with this phase might be to:
1) Identify two or three acceptable
locations.
2) List the pros and cons of each space.
3) Prioritize the locations.
4) Compare financial commitment.
5) Negotiate the lease.

Setting Up Books: Setting up a small company's books
requires a high level of skill due to the demand for
accounting expertise and computer knowledge.
Both types of expertise are required since Todd
plans to automate this function. The time neces
sary to perform this task also is high. So, in this
example, the task breakdown might resemble this:
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1) Verify that an automated system is war
ranted and feasible.
2) Identify the best accounting software
alternatives.
3) Investigate which package is the best fit.
4) Install the application.
5) Create a chart of accounts.
6) Design reports.
7) Start entering financial information.
After the project is analyzed and the tasks identified, the next step
is to review the client resources and match them to the
requirements. Continuing with Todd's situation, we will look at
the resources of money, time and skill.

Money:

Todd's tightest commodity. This in
dicates that most of the detail work
has to be done by the client in order
to minimize the cash requirement.

Time:

Because Todd quit his previous job to
focus on his software company, for
the most part all of his time is
available. Time is Todd's most abun
dant resource.
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Skill:
Financing: With a little guidance,
Todd has the ability to put together a
draft of most of the loan docu
mentation. However, the cash-flow
statements and break-even analysis
are going to require some extra
coaching.
Office Space: Todd knows where he would like to locate
and can pull together an analysis of his top candidates.
However, he does not feel prepared to adequately haggle
over the lease particulars.
Automated Books: Todd, as a programmer, has an abun
dance of computer skills that will aid him in automating his
accounting. Like many programmers, he has good un
derstanding of accounting, but will need some occasional
technical guidance.

The Balancing Act
Having reviewed Todd’s resources, it is time to match them against
the task requirements. Since Todd has more time and skill than he
has money, the approach is clear:
To limit his cash requirement, Todd must do most of
the leg work.
This makes the consultant's role more difficult because he or she is
just performing the brain work: planning, task identification and
project orchestration. For instance, here’s how we would ap
proach this project (our worksheets are displayed at the end of the
chapter):

Small Business Consulting

42

Financing:
1) Create a "To Do" list for Todd of the required loan
documentation.
2) Instruct Todd to prepare rough drafts of the assigned
documentation.
3) Once the drafts are delivered back to us, look them
over for errors and suggest improvements. In this
phase, the focus is to improve the overall
marketability of the package; to verify that the
package emphasizes the strengths of the
information.
For example, make sure Todd's many contacts and
good standing in the local software market is
highlighted. Check his projections for feasibility
and thoroughness. Look over the projected in
come and expenses to verify that the anticipated
profits are ample to repay the requested note.
Help Todd with the presentation of his documents
- in other words, assist him in preparing a loan
proposal that can sell his ideas.
4) Finally, since Todd does not feel secure with his
presentation skills, accompany him to the meeting,
and aid him in selling his loan package to the
bank.
Office Space/Negotiating the Lease:
1) Ask Todd to select three places in which he would
like to locate.
2) Once these sites have been identified, have Todd
create a list of the pros and cons of each space.

Delivering Valued Services

43

3) Review his choices with him, guiding him by
pointing out the relative importance of each item
on his list. After getting an idea of Todd's needs
and desires in office space, it's time to choose the
preferred location.
4) Schedule a few hours to meet with the landlord to
negotiate a lease.
By having Todd do all the leg work, you minimize your involve
ment, making your services affordable. But most important, you
can offer your expertise where it is most beneficial: negotiating
and finalizing Todd's new lease.
Setting Up Books:
Since Todd is a programmer, he is familiar with software. He
doesn't, however, know much about accounting software for per
sonal computers.
1) Give Todd a list of several systems that will ac
commodate him. Then refer him to a local software/computer store to find more information on
each.
Advise him to call if any questions arise during his
investigation.
2) Advise Todd to choose the package with which he is
most comfortable.
3) Next, instruct Todd to install the software,
establishing the default chart of accounts and
financial statements.
4) Tell Todd to print whatever information he creates.
Meet with him to review it. Suggest additions,
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deletions, and
presented.

changes

to

the

information

5) Advise Todd to make the corrections that result
from your meeting with him.
6) Look over the corrected information. Finally, iden
tify the monthly information necessary to prepare
the financial statements and define procedures for
accomplishing this task.

How Do You Find the Right Balance?
Obviously, the example above represents a simple situation. How
ever, the general principle is always the same:
Find the appropriate balance between the require
ments o f a project and the resources o f the client:
whether the resources are in the form of money,
time or skill.
In Todd's case, the total project is estimated to take about 70 hours.
If the consultant performs all of the work, at $100 per hour, the
charge would be around $7,000 (w hich is out of line with Todd's
financial position). However, if you take on the role of plan
ner/project manager/delegator, the consultant's involvement is
reduced to only about 18 hours, or about $1,800. This approach
not only saves Todd a great deal of money, but allows him to learn
a great deal about business along the way.
It is your job to help your client find the right balance for each
project. In each of your planning meetings, always be candid and
set the proper level of expectation. Remind the client that the level
of your involvement is under their control, and that the more time
you spend on the project, the more it will cost. Conversely, the
more work they do, the less you have to do, which in turn saves
them money.
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Whenever possible, provide your client with ranges of dollar esti
mates for the various levels of service. By doing this, you give
your client the tools necessary to logically manage your efforts.
As your client's situation changes, so will your involvement. As a
client grows and becomes more profitable, management skills may
be more in demand than cash. Therefore, additional services
(time/manpower) may be appropriate. And that's great. . . as long
as the services provided are in line with the budget available.

A Simple Format
We offer this simple, four-point consulting format to help you
maximize your effectiveness and minimize the consulting dollars.
It is:
1) Meet with your clients and assign them tasks . . .
or homework.
2) From time to time, assist them when they call for
additional direction.
3) At designated regular intervals, meet with your
clients and review their homework.
4) Conclude each meeting with a new list of
assignments.
By keeping this in mind, you will find yourself delegating more
and more work. And that is the first step towards providing valued
services to the small business.

But Your Client Doesn’t Want to Do the Leg Work!
Let's consider, for a moment, that your client has little money and
no inclination to provide the time or skills to keep the consulting
bill within reason. What should you do? This is the easiest answer
in the book: don't take the job. Too many CPAs get burned this
way. Knowing when to walk away is the key to both your prof
itability and your sanity.
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The End Result
By looking at each project and balancing each task's requirement
with the resources available, a consultant can:
deliver valued services,
make a significant contribution to the client's
prosperity, and
maintain high billing rates.
The challenge in delivering these small business consulting ser
vices lies in:
The CPA's ability to change to and from the doer
role to that o f project leader and/or coordinator.
Your focus needs to be on working to improve your project
management and task identification skills. The ability to quickly
reduce a large project into bite-size pieces is paramount if you
want to step up to the small business challenge.
Even though this strategy can be demanding and, at times, stress
ful, we feel consulting is still the most exciting and rewarding job
in accounting. You're involved, you're contributing and you're
making a difference in your clients' future. Remember though . . .
anyone can provide consulting, but few can provide real value.
And that's the challenge for consultants.
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Resource Project Planner
Client Name: Todd
Consultation Objective: Establish software company
Project Leader: Susan
Start Date: 06/01/90

Target Completion: 10/01/90

Project: Establish financing
Target Date: 07/15/90
Project: Negotiate office space
Target Date: 07/15/90
Project: Set up/automate company books
Target Date: 07/31/90
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Task Assignment Sheet
Project Description: Establish financing
Person Responsible: Susan

Target Date: 07/15/90

Tasks
Objective: Plan and list documents required
Personnel Assigned: Susan
Task #: 1

Skill: L
Hours: 2.0

Target Date: 06/04/90

Objective: Review document criteria with Todd and assign due
dates
Personnel Assigned: Susan
Task #: 2

Skill: L
Hours: 1.5 Target Date: 06/04/90

Objective: Prepare all of the loan documents assigned during
06/04/90 meeting
Personnel Assigned: Todd
Task #: 3

Skill: M
Hours: 20 Target Date: 06/18/90

Skill: L=CPA Project Leader; C=CPA staff; M=Client Management; S=Client
Staff
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Task Assignment Sheet continued (Establish financing)
Objective: Meet with Todd and review his documentation,
suggest improvements and prepare a To-Do list outlining the
remaining steps
Personnel Assigned: Susan
Task #: 4

Skill: L
Hours: 1.5 Target Date: 06/18/90

Objective: Correct documents and prepare final drafts for bank
presentations
Personnel Assigned: Todd
Task #: 5

Skill: M
Hours: 5

Target Date: 06/25/90

Objective: Meet with at least 2 banks to review client’s
financial needs
Personnel Assigned: Susan/Todd
Task #: 6

Hours: 4

Skill: L/M
Target Date: 06/27/90

Skill: L=CPA Project Leader; C=CPA staff; M=Client Management; S=Client
Staff
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Task Assignment Sheet
Project Description: Negotiate Office Space
Person Responsible: Susan

Target Date: 07/15/90

Tasks
Objective: Determine the top two or three candidates for office
space, obtain landlord contact name and phone number
Personnel Assigned: Todd
Task #: 1

Skill: M
Hours: 8

Target Date: 06/14/90

Objective: List pros and cons of each space, prioritize the three
spaces in order of overall preference
Personnel Assigned: Todd
Task #: 2

Skill: M
Hours: 1.5 Target Date: 06/18/90

Objective: Meet with Todd and review his space pros and cons,
discuss any issues regarding lease arrangements that might
change the overall priority
Personnel Assigned: Susan
Task #: 3

Skill: L
Hours: 1.5 Target Date: 06/20/90

Skill: L=CPA Project Leader, C=CPA staff; M=Client Management; S=Client
Staff
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Task Assignment Sheet continued (Negotiate office space)
Objective: Meet the landlord for the chosen space and
negotiate the lease
Personnel Assigned: Susan
Task #: 4

Skill: L
Hours: 3

Target Date: 06/27/90

Skill: L=CPA Project Leader; C=CPA staff; M=Client Management; S=Client
Staff
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Task Assignment Sheet
Project Description: Set up/automate books
Person Responsible: Susan

Target Date: 07/31/90

Tasks
Objective: Prepare a list of accounting packages suitable for
Todd's new company
Personnel Assigned: Susan
T ask # : 1

Skill: L
Hours: 1.5 Target Date: 06/27/90

Objective: Research suitable packages and chose one
Personnel Assigned: Todd
Task #: 2

Skill: M
Hours: 6

Target Date: 07/06/90

Objective: Install software on the computer establishing a
default chart of accounts
Personnel Assigned: Todd
Task #: 3

Skill: M
Hours: 6

Target Date: 07/11/90

Skill: L=CPA Project Leader; C=CPA staff; M=Client Management; S=Client
Staff
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Task Assignment Sheet continued (Set up/automate books)
Objective: Meet with Todd and review the default chart of
accounts, suggesting additions, deletions, etc.
Personnel Assigned: Susan
Task #: 4

Skill: L
Hours: 1.5 Target Date: 07/11/90

Objective: Make chart of account corrections and set up reports
Personnel Assigned: Todd
Task #: 5

Skill: M
Hours: 6

Target Date: 07/31/90

Objective: Review corrected chart of accounts and reports,
show Todd how to code his checks and have him start entering
his monthly information
Personnel Assigned: Susan
Task#: 6

Skill: L
Hours: 1.5 Target Date: 07/31/90

Skill: L=CPA Project Leader, C=CPA staff; M=Client Management; S=Client
Staff

Chapter 5

A
Billing
Philosophy
for
Consultants
eHre are three key words to remember regarding the
billing and collectability of consulting fees. They are:
retainer, retainer, and retainer.
Traditional CPA work has been paper oriented. For example,
during tax season, we produce tax returns. When we perform au
dits, we deliver an opinion. For bookkeeping engagements, we
compile financial statements, and so on. The point is . . . even
though accounting is a service, the end result to the client is com
monly a tangible product. Consulting is just the opposite. The re
sult often is intangible, like the resolution of a dispute between
labor and management or a new marketing approach. Therefore,
adopting a retainer billing philosophy can be critical to the success
of the consultant. Why is this so important?

Consulting and Retainers Go Hand-in-Hand
Since consulting ideas are intangible, the fees are more likely to be
questioned after the fact.
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After a consulting project has been completed, a client may begin
to question whether the end result warranted the rate charged. It is
easy, especially using hindsight, to rationalize why a fee is out-ofline. And once a problem has been solved, management's motiva
tion to pay for its resolution often falls in priority. Even worse, as
time passes, the perceived value of the consulting service dimin
ishes or is taken for granted.
The point is . . . consulting, due to its intangible nature, is unique.
The success of your work often is heavily dependent upon factors
over which you have no control (i.e., the client's implementation of
the action plan). So, you want your fees to be based on the job
performed . . . not the results thereof. This makes collecting a re
tainer essential. Think of it as an insurance policy that protects the
value of your time.

Because the value o f consulting fees is more subjective
Clients have a preconceived perception of a product's value, like a
tax return. This judgment as to what constitutes a fair price is
usually based on two things:
Comparison to a similar product
Typically, accounting jobs are repetitive: tax
returns are produced year after year, financial
statements are generated monthly or quarterly. This
repetition and past experience establishes an ex
pectation as to a product's value.
Experience and quality of work
Most people assume that all CPAs have the same
knowledge and therefore, that all similarly produced
products, like audits, are alike. This assumption,
which doesn't distinguish between various degrees
of experience and work quality, creates a commod
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ity marketplace. Therefore, preparation of a tax
return, financial statement or audit is subject to
being shopped. This theoretical comparability
establishes an acceptable fee range.
Ideas are not subject to this same kind of price rigidity. Each con
sulting project is unique, so comparison to the past is not so rele
vant. Even in a competitive bidding situation, it often is difficult
to compare one proposal to another because issues like experience
and communication ability are key ingredients. In consulting pro
jects, the consultant's skill--not time and effort-determines the
value of the service. The bad news is that value is often intangible
and highly susceptible to interpretation. Therefore, your client's
perception of your work is of greater importance than the actual
work itself. This makes consulting more political in nature than
traditional CPA work. And, if the internal politics aren't handled
properly, the project is destined for difficulty if not failure.
The good news is that this political environment and uncertainty
allows for greater leverage in pricing, especially when the results
are better than anticipated. But if the outcome of your effort is
even remotely tainted, then your fees are at risk. As an example, if
you were hired to obtain financing, and the approved loan amount
is considerably less than expected, then the perceived value of
your work diminishes even if the situation was beyond your con
trol. Collecting a retainer before the work is performed protects
you from clients who tend to place a subjective value on your time.

Because project deadlines are internally generated
There is another issue regarding retainers. With tax returns, audits
and financial statements, compliance deadlines help focus the
attention of management to a project. These deadlines are often
externally dictated, for example, by stockholders, banks and
vendors. In the consulting arena, deadlines are most often inter
nally generated. In other words, management decides on a daily
basis what issues are "hot." These priorities can easily shift if an
externally imposed deadline appears. Internal deadlines are sub
ject to change for many other reasons, like a slowing economy or a
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new marketing opportunity. Many pressures can force manage
ment to reallocate their available resources. Internally motivated
projects are the first to be reviewed, shuffled around or cancelled.
Therefore, since consulting projects are often internally motivated,
holding a retainer protects your fees should a resource reallocation
occur. Also, collecting a retainer insures that your project at least
starts out as a priority item. Why? Because clients don't pay in
advance for low-priority work.

Because client commitment is imperative
Client commitment is the most important component in the success
of a project. This is because almost all consulting requires a great
deal of client participation. Since problems are rarely solved with
simple solutions, the people (within your firm, your client's com
pany or a combination of both) who implement the ideas determine
a project's success or failure. The payment of a retainer demon
strates commitment from the client. Why? Once again, no one
pays in advance for unimportant services.
There's one other factor to consider too. Ideas that are paid for
tend to be more effective. Why? Because everyone likes to make
good decisions. If your advice is bad, yet it was paid for in ad
vance, then whoever hired you looks bad. So every time manage
ment refills your retainer, they increase their stake in the game.
And this involvement intensifies management's commitment to a
project.

Asking for a Retainer
After accepting the idea that retainers are central to the billing
philosophy for consulting, your next step is to learn how to ask for
one. This is where most CPAs fail miserably. Here's a typical ex
ample of a CPA asking for a retainer for the first time:
CPA:

"Mr. Client, we would love to get started on
your project. We usually require a retainer in
advance . . . in a case like yours, oh say . . .
maybe $1,500?"
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Client:

(Doesn't say a word, just looks puzzled or
stares.)

CPA:

"Is that all right? . . . a h . . . if it isn 't. . . well,
maybe we could make an exception and lower
it a bit?"

Client:

(More silence as the client ponders the words:
"USUALLY", "MAYBE", "IS THAT ALL
RIGHT?" and "EXCEPTION.")

CPA:

"How about $ 7 5 0 ... could you afford $500?"
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By this time, the client has assessed several things. First, collect
ing a retainer isn't essential because the CPA indicated that there
are exceptions. Second, the client wonders why he or she is being
singled out for this retainer policy. This feeling arises due to the
CPA's obvious discomfort with the idea. Third, even if the client
believes that a retainer is in order, it is clear that the amount is ne
gotiable. Fourth, the CPA’s stumbling has relayed the message
that the client can make up the rules.
To avoid this kind of confusion, ask for your retainer In a very positive way! The previous example was close, but see
if this doesn't sound better:
CPA:

Mr. Client, we would love to get started on
your project. We require a retainer in
advance, and on a project of this size, we
could start work with $1,500.

The key words which exude a positive attitude are:
"love to get started" and "a project of this size."
With confidence! Don't hesitate in mid-sentence. Avoid uhs and
let's sees and maybes. The example above, if delivered in a steady
tone of voice (and assuming that you weren't sweating profusely),
would illustrate to the client your confidence in the idea, and that it
is important and necessary to collect a retainer.
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After asking, don't say another word until the client responds.
There is an old saying in the marketing game, "He who speaks first
. . . loses."
Ask for alternatives if necessary! If paying the retainer up-front
is a problem for a client, but you still want the business, ask them
for an alternative:
CPA:

I understand your situation, what do you
suggest as an alternative?

This way, the client is committing first, which allows you to give a
counter proposal if necessary.
Client:

"I set aside an amount of $750. I can write
you a check for that amount today. Any
additional amount would require a meeting
with the rest of the management team and that
would delay the project for at least a week."

CPA:

"I could work with a check for $750 today if
we can bill you each Monday and expect to
be paid by each Friday. Would that work for
you?"

Some might feel this scenario really is no different than the first
one, but it is. In this case, the client understands that an exception
is being made to accommodate his or her situation. In the first
case, the retainer looks more like a wish than a requirement.
Note: Always remember to follow a verbal agreement with a letter
of understanding.

How Much Retainer Should You Ask for?
This one is simple in theory, but difficult to pin down. The amount
of retainer to request is really a risk and commitment issue. In
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other words, How much risk are you willing to take that you'll be
paid? and What kind o f client commitment are you looking for in
the project?
For small projects, our firm requests half of the expected fee up
front. If we work out a weekly billing arrangement (which we of
ten do for small businesses), then a one- or two-week retainer is
negotiated. The actual amount is a simple calculation: estimated
time multiplied by the CPA's hourly rate.
These rules aren't set in concrete. If the client is financially strong
and you are convinced that management has a high level of com
mitment to the project, then you might waive the retainer require
ment . . . conditioned on the fact that billing is done frequently,
and that they pay in a timely manner. This minimizes financial
risk and constantly verifies management's attitude toward the
project. For new clients, rarely should you waive the retainer
requirement. This is mostly due to "setting the right expectation."
This basically means that you want to create one clear impression,
we work for fee, not for free.

Summary Regarding Retainers
Most of us would rather not work at all (in other words . . . play
golf or go fishing) than work and not get paid. Therefore, ask for
retainers for consulting projects in order to minimize financial
exposure. This strategy also maximizes the value of your work
because when management advances the retainer, they are
demonstrating some level of commitment to the project.
Note: every time an exception is made to this rule, more often
than not the project will end up biting you right in the pocket book.

Commissions and Contingent Fees: Where
Do They Fit in?
Commissions and contingent fees are here to stay. Now part of the
present, commissions and contingent fees will be more and more a
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part of the future. Let’s consider when and how these can be used
to your benefit.
First, we’d like to reference an article in the November 1990
Journal o f Accountancy entitled, "AICPA Adopts Rules of
Conduct Under FTC Final Order.” We paraphrase the article's
content to read:
I f you are engaged to perform an attest Junction for
a client (i.e., audits, compilations, reviews), then
you can't charge your client a commission during
the period o f engagement unless it is by a ruling of
the court. However, if you are not engaged to per
form the attest function, thereby obviating the op
portunity of an independence issue arising, you can
charge commissions and!or contingent fees. How
ever, disclosure is required.
Some state boards of public accountancy have added a little more
bite to the disclosure mentioned in the AICPA article. For exam
ple, we interpret the Texas State Board of Public Accountancy, in
section 501.13 (Payment and Commissions) under Rules of
Professional Conduct, this way:
Any time commissions are to be paid, a written dis
closure specific as to source and amount must be
acknowledged by the client before any party be
comes contractually bound.
Charging commissions and contingent fees for non-attest projects
is an issue that has been violently opposed for years. The rules as
they are today came about because the AICPA settled with the
Federal Trade Commission in order to protect the attest function.
This position was taken because a strong case was made that li
censing restrictions regarding commissions would be restraint of
trade for CPAs. Because of this, we believe that the potential of
future restrictions regarding this topic are infinitesimal. Each CPA
needs to consider ways to incorporate or compete with the effects
of these relaxed restrictions. Those who don’t may find themselves
seriously disadvantaged in competitive situations.
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Some ideas as to when charging a commission or contingent fee
might be advantageous include:
Charging a percentage of
funds raised in a financing scenario,
a negotiated lease or note reduction, or
increased profits for some specific period of time
after a marketing consulting engagement.
The point is . . . the possibilities are limited only by your resource
fulness. It boils down to a risk-versus-reward decision. If you are
willing to gamble that your efforts will produce the desired out
come, then you can leverage your income by charging a resultsoriented fee. This leverage occurs because people often are will
ing to pay more for results than for effort.

Tracking Your Time for Billing Purposes
Accounting for hours and minutes has to be the most tedious and
boring task associated with our profession. It is so hard to keep
track of miscellaneous phone calls and other interruptions. But,
over time, these minutes add up.
The problem of recording time often is tied to that of billing it.
Not all time is worthy of billing, at least not at premium rates. In
some firms, certain time is not recorded because the worker does
not want the time billed. More importantly, the worker doesn't
want to argue with the billing partner as to why the time wasn't
valuable. In other cases, partners might not log the time because
they already have made the determination that the time is not go
ing to be billed. So the rationale is . . . Why create meaningless
paperwork?
This dilemma can be solved by deciding to record all time and
itemize all consulting bills. This includes billable and what we call
no-charge time. What you will find is:

64

Small Business Consulting

Clients won't call as often asking fo r an explanation o f fees.
Clients will pay on a more timely basis.
Historically, the CPA profession has created bills that have a oneor two-line description along with a fee. In consulting, this can be
deadly. Not only does this jeopardize getting paid, but it poten
tially impairs being hired for future work, too. Why? Because
traditional work, as discussed earlier, is not completely understood
by your client. Therefore, it is hard to judge if the actual time
spent was necessary. Consulting is different. Since the client usu
ally understands the project, then how the time was spent is more
likely to be scrutinized. By providing an itemized bill, you allow
your client an easy way to review your efforts and progress.
When there is price sensitivity, an itemized bill gives the client an
opportunity to satisfy his or her concerns by reviewing the detailed
time. This often triggers a reminder that one phase of the project
was more complicated than expected or that additional work was
requested.
Detailed billing helps in even the worst case scenario, one in which
the client challenges the value of some specific portion of your
work. It's advantageous because, at this point, instead of arguing
about the overall fee, you are now only discussing a few line items
on the bill. This helps resolve issues expeditiously and, if
concessions are made, they are based on smaller numbers. As a
side note, the legal industry has changed its focus to detailed
billings in recent years for these same reasons.
Now that the issue of recording time has been exhausted, let's con
sider billing it. Our first topic of discussion is the time we coded
above as no-charge or gratis time. Most billing partners attempt to
charge it if at all possible. The perception is that if the time isn't
billed, it didn't serve any purpose. We disagree. Our experience
has been that gratis time is not only valuable, but a necessary part
of the consulting business. When a bill is created, we make any
non-chargeable time clearly stand out. This enhances client loy
alty and allows us to operate in a martyrdom-free environment,
and indicates our partnership commitment to the success of the
project.
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The idea of creating a martyrdom-free environment is critical
because:
What your clients don't know, can and will work
against you,
or
I f you expect to benefit from giving your clients
something, they have to know you've given it to them.
Any long-term arrangement with a client requires some give and
take on both sides. This usually results in some discounting or free
time somewhere along the way. This time can have value as long
as the client is aware of it. The bill is an excellent forum for com
municating your own commitment to the job.
If you apply a credit against work you already have done, some
times this can work in your favor too. The message is:
Time is money, but not all time is worth the same
amount o f money.
In other words, this can be sold as a quality control measure.
When you perform premium-rate work, you expect to bill and be
paid at premium rates. But since all work can't be of the same
value, occasionally, when an inequity occurs, adjust your bill ac
cordingly. This can be perceived as an attempt on your part to bal
ance the relationship between rates and value. And this kind of
perception is one of the keys to client satisfaction.

Frequency of Billing
The frequency of billing in most CPA firms is monthly. This cycle
is not only in line with cash-flow requirements, but it's easier to
manage (and requires less overhead) than weekly or biweekly
billing. In consulting projects, being paid--whether it is a retainer
refreshment or regular billing amount--is an indication of man
agement's satisfaction with your performance. Because the per
ception of your value as a consultant is partly emotional, you need
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to keep a close watch on the current feelings. Frequent billings are
suggested. We suggest twice a month at a minimum.
If a project can be logically broken down into phases, an alterna
tive is to bill at the conclusion of each. But unless the situation is
unique, the retainer always should be sufficient to carry you to the
end of the current phase. Thus, end-of-the-phase billing is merely
a retainer refreshment to cover the next part of the project.
Finally, if the project is volatile, it may be imperative to bill
weekly or—in some extreme cases where large resources are com
mitted--daily.

Marketing
Your
Consulting
Services

Chapter 6

The
Basics
of
Marketing
pU to this point, we have talked about why consulting
is important. Now it’s time to change focus.
In the next three chapters, our attention shifts from
you as a consultant to you and your firm as a marketable product.
This chapter deals with marketing fundamentals. Chapter 7
discusses alternatives for gaining exposure to your marketplace.
And Chapter 8 covers personal sales techniques, both one-on-one
and group efforts. This combination makes up our introduction to
marketing.
Why is marketing receiving so much attention? Because it is prob
ably the most important element in the success of a business.
If you are an outstanding performer, but nobody
knows you exist, then failure is inevitable. How
ever, if you are an average technician, but every
body is aware of your services, you will most likely
have more business than you can manage.
We know what you're about to say. "I don't care about marketing
. . . and I do very well!" Our response: "You may not care about
marketing, but if you have a successful practice, rest assured that
someone is performing the marketing function for you." The mar
keting chapters are going to address why this is true. So let's get
started with some basics.
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Communication Skills Are the Foundation
Effective communication skills are fundamental to marketing (the
art of persuasion). When you utilize good communication tech
niques, you become more effective at getting your message across.
Equally as important, communication skills equip you with an
ability to understand both the words spoken and the feelings
expressed by your clients.
However, understanding doesn't occur just because the message
sender clearly says what he or she means. It only takes place
when:
The message receiver clearly hears and sees the
messages being sent, and
Interprets them in the way they were intended.
Therefore, communication involves much more than words alone
because messages combine both verbal and nonverbal signals.
Becoming more aware of these signals is a necessity if one is to
become proficient as a communicator and marketeer.
We know the argument. You're CPAs . . . not salespeople. And
becoming a silver-tongued salesperson has never been part of the
CPA profile. Well, here's the dilemma:
Sales skills may not be a prerequisite for delivering
traditional CPA services. However, they are if your
ambition is expansion into the consulting arena.
Why? Because in the typical practice, the main dialogue between
the CPA and client centers around facts, amounts, etc. Facts and
amounts are rarely points of contention. And even when they are,
the CPA normally is the undisputed authority as to how to properly
manipulate this information.
The world of consulting differs dramatically.
Facts are only a piece of the puzzle; sometimes only a
small piece.
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The emotions of the management team and the em
ployees play an instrumental role in understanding
and solving problems.
The CPA no longer is the undisputed authority. As a
matter of fact, the CPA is just another advisor.
These issues make persuasive skills (marketing skills) a require
ment if you want your ideas to be given a fair hearing. The good
news is:
With just a little practice, everyone can develop
good communication and marketing skills.
We are not saying that CPAs don't possess these skills. That
would be ridiculous. Successful firms are successful because the
CPAs have been able to sell their most important product--them
selves. However, CPAs are not accustomed to selling services
for which they are not considered to be the experts. It’s one thing
for a CPA to talk a client into adopting a tax strategy that has a
predictable outcome. On the other hand, motivating this same
client to restructure his or her distribution channels is far more dif
ficult because the results are less certain.
So, we wrote this chapter as an attempt to enhance your communi
cation and marketing skills. It is broken into two main sectionsMarketing Etiquette and Marketing: Getting Started. First, let's
take a look at the proper etiquette to follow when marketing.

Marketing Etiquette
This section is kind of the psychology behind marketing. We dis
cuss this first in order to point out four fundamental tips that will
enhance the success of your marketing efforts. These tips are:
1) Make your first impression work for you.
2) Be aware of the nonverbal messages you are send
ing and receiving,
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3) Ask questions.
4) Listen.

Making a Good First Impression
It is scary to think about
the dramatic impact the
first few seconds make in
an introductory meeting.
The concept that people
can, and often do, judge a
book by its cover unfor
tunately has validity. By
this we mean that people
have learned to survive in
business (and in life) by making quick judgments based on very
little information. So in about the time it takes to read this
sentence, you can satisfy or alienate a potential client and hardly
make a sound. This occurs because what we wear, how we look,
how we smell, our size, our demeanor, etc., send messages. With
this in mind, let's look at five tools you and your staff should use to
start things out on the right foot:
1) Look into your client's eyes.
2) Smile.
3) Verbally acknowledge them, for example "Hi, how
are you?"
4) Say their name aloud (if you don't know it, ask for
their name, then say it aloud--everyone likes to
hear their name).
5) I f at all appropriate, reach out and touch-nor
mally this is a handshake (avoid the wet-noodle
and bone-cruncher handshake styles).
In addition, continually ask yourself the question, How would I like
to be treated? When this type of attitude becomes standard oper
ating procedure, you can rest assured that your clients will come
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away with a positive feeling towards your organization. Dr. Karl
Krumm, a psychologist friend of ours, put it all together with this
comment:
Everybody needs to feel like they are somebody.
So when you show a genuine interest in someone, like with a
smile, an acknowledgement or a welcoming gesture, this effort
conveys the all important message to your client that:
He or she is special to you and your firm.
There are many messages that are sent and received during the first
few seconds of an introductory meeting. Becoming aware of them
and learning to respond to them are of critical importance. Some
of these messages are verbal, some nonverbal. Our next section
takes a look at how nonverbal messages impact our ability to
communicate.

Interpreting Nonverbal Messages
You can learn as much about what is being said by
watching .. .as you can by listening.
Dr. Albert Mehrabian (1972),
a noted researcher in the area
of nonverbal communication,
estimated that more than 90
percent of a person's feelings
are communicated nonver
bally. Another communica
tion researcher, M.L. Knapp
(1972), cited a series of stud
ies that indicated that listen
ers tend to give more weight to vocal cues (like inflection, tone,
pitch, etc.) than to the words themselves.
We mention these specialists only to add emphasis to the issue that
nonverbal messages dramatically affect the meaning of the words
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we say. So, how can we use this information to our advantage?
Well, this isn’t as hard as it might seem.
The first step is to recognize the impact of nonverbal messages.
By now, you should at least be warming up to the idea. The next
hurdle is to become accustomed to constantly interpreting these
messages, because almost everything we do sends some kind of
signal. For instance, how you are groomed, dressed or smell
reflects:
What you think of yourself,
How much money you make,
Your level o f education
and more.
Unfortunately, quick judgments such as these usually are based on
stereotypes. Even though stereotyping is a definite form of dis
crimination, we all do it in varying degrees.
We know . . . not you. So, go ahead and tell us
that you don't have a clue as to the income,
political posture, or hobbies of a policeperson.
Does he or she belong to the National Rifle
Association? Are they typically Democrats or
Republicans? Regardless of your answers, if
you had any opinion at all, you are guilty of
stereotyping. Each stereotype carries with it
some combination of expectations and per
ceptions. These then become the ruler by which all comments and
gestures are measured.
For example, many people still have a
perception that CPAs sit in ill-lit rooms
wearing little green visors and adding
up numbers.
It is human nature to subconsciously
group people into predetermined cate
gories. So think about how your client
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is likely to categorize and interpret the nonverbal messages you are
sending, like the way you dress, the formality of your office, the
car you drive, etc. The key here is not to change to fit a certain
image, but rather, to be aware of the messages associated with
certain careers, possessions, lifestyles, etc. This awareness will
then allow you to take advantage of the positive impressions and
adapt or overcome the negative ones. For instance, it would not be
advisable to drive a Ferrari and wear a $600 Italian suit to visit a
prospective farm client. As a CPA, you already have to deal with a
city image. Adding a showy car and suit to your presentation
would most likely be disastrous. However, if you visit that same
farmer wearing jeans and boots, you're more likely to fit in.
What we are really trying to say here is:
It is very difficult to sell more than one idea at a
time!
Therefore, you want to create an environment that does not distract
your client. In other words, your clothing, environment, grooming,
etc., should not stand out to the point that they demand more at
tention than the words you are saying. That's why driving a pickup
and wearing jeans and boots work better when meeting with the
farmer.
Make sure the clothes, scent and accessories you wear are
appropriate to your business message and environment. Usually,
suits for men and tailored clothing for women tend to signal
serious purpose. Clothing suited to the environment minimizes
possible distractions to conversation, confers significance upon the
meeting and exponentially increases your ability to communicate
ideas.
The issues we've just discussed relate to the kind of first impres
sion you make. And that's important. But ongoing body language,
both your client's and your own, will carry even more weight.
By constantly monitoring your client's nonverbal cues, you have
the opportunity to adjust and fine tune your presentation to maxi
mize its effectiveness. Here are some common areas to observe:
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Tone of voice.
Posture.
Eye contact.
Arm and leg position.
Body movement (like a head nod or squirming due to
restlessness).
Facial expressions.
Physical distance between you and your client.
As an example, when you are with your clients, watch for eye
contact. Strong eye contact shows interest. If your clients are
continually looking away however, they are uncomfortable about
something. It might be that your eye contact is too intense —
you're staring. Maybe the terminology you are using is too
technical. The point is:
Loss of eye contact is a signal that a problem exists.
It's your job to discover what the problem is and
correct it.
Another message to monitor is arm and leg position. If your
client's arms and legs are crossed, and he or she is leaning away,
this is often a signal of resistance or maybe that it's cold. But it
usually means something.
Don't take us wrong, we do not profess to be experts in the field of
nonverbal communications. Nor do we attempt to dissect every
body movement and stamp a meaning on it. What we do believe is
that good communicators have to constantly watch for nonverbal
messages. And when two or three messages relay the same thing,
it’s time to respond to them. Unfortunately many people ignore
this strategic and valuable input and, accordingly, find it hard to
become skilled marketeers.
There is another issue to consider. Not only should you monitor
the nonverbal messages of those around you, but you should con
trol the messages you send as well. As the need arises, you may
specifically manufacture some messages to improve the effective
ness of your communication. Here's what we mean:
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If you are meeting with a client late in the day and
you're tired, you might unintentionally send mes
sages of disinterest (like yawning). To prevent this,
purposefully lean forward in your chair. This posi
tion creates an appearance of interest (obviously,
this posture should be modified to suit your own
personality and style).
By now, many of you may be thinking:
"Let me see if I understand you correctly. You're
saying that I have to become manipulative and
phony if I want to improve my selling skills. Well, I
don't like i t . . . and I don't buy it!"
In response, we like to think of manufacturing nonverbal messages
as simply utilizing one of the tools available that can expedite bet
ter communications. This conscious utilization of nonverbal
communication doesn't seem any more contrived to us than
walking up to someone and shaking their hand. Weren't you a
little self-conscious and uncomfortable the first couple of times you
stuck your hand out!
It boils down to the fact that controlled mixing of verbal and non
verbal messages is just another communication technique. In order
to communicate proficiently, you have to consciously work on it.
With practice, some aspects will come naturally. Others will be
uncomfortable. But over time, most of the once-contrived tech
niques (like shaking someone's hand) will become part of your
natural style.
So, the only real difference between being an excellent communi
cator (alias silver-tongued salesperson) and an average one is:
The salesperson subconsciously incorporates sup
portive verbal and nonverbal messages into his or
her presentation.
Therefore, the average communicator can start bridging the gap by
consciously tuning into the nonverbal world. Once aware of body
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language, it becomes easy for you to take advantage of this new in
formation. We all do this now for the more obvious messages.
For instance, if you see a dog showing its teeth, you quickly rec
ognize that a close confrontation is not in your best interest. By
continuously monitoring the subtle but ever-present nonverbal
messages around you, your ability to understand and be understood
improves dramatically.

Ask Questions
Now that you’ve made a good first impression and are on the look
out for nonverbal messages, you need to get a better understanding
of our client’s situation. The utilization of good questioning tech
niques can make a world of difference here.
Good questioning techniques lead to the goldmine of marketing:
knowledge. This knowledge not only incorporates the facts per
taining to a given situation, it includes the perceptions and the
emotions that surround it as well. This understanding is necessary
because your clients often can't articulate what their difficulty is
. . . only that something is wrong. They just give you symptoms.
Other times, clients will describe some ancillary problem because
they are too embarrassed to tell you about the real one. That’s why
you have to look at the whole picture--the words and the
emotions—in order to be able to read between the lines. In other
words, you're normally hired for two reasons:
First, to identify the unhealthy condition.
Second, to help find a cure for it.
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dress each one. Also, jot down any off the wall com
ments you hear. These may lead you to the real
problems later.
Ask open-ended questions.
This forces your client to do the talking. Play off of
each of your client’s answers with another question.
This technique stimulates conversation and facilitates a
thorough investigation.
When you are unsure of the next question to ask, take a few
moments to think and re-group.
Silence is a powerful tool in communication. Using it
demonstrates confidence and intensifies the moment.
An excellent technique to gain thinking time is to look
at your note pad. Whether you actually read your
notes or not is irrelevant But since your client
assumes that you are, it is easy to steal a few
uninterrupted minutes to gather your thoughts.
Avoid the impulse to announce quick solutions.
First, your revelation may seem ridiculous in light of
some aspect of your client's situation that has yet to be
revealed. Second, most of the time, your client will
wrestle with a problem for several hours or days before
coming to you. So give your client time to fully
express his or her thoughts. Next, listen to any
rejected alternatives and make sure you understand
why each alternative was rejected.
Once you have accumulated enough facts, give
yourself time to think them through. Regarding
complex situations, allow yourself at least one night to
sleep on the information before proposing alternatives.
No one will object to your asking for time to think. If
the problem were simple, you would never have been
called in to solve it in the first place. Once some time
has passed and you have had a chance to review the
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information again, don’t be surprised if many new or
improved ideas come to mind. We will discuss this in
more detail in the upcoming pages.
Taking notes and stealing think time are fairly straightforward
ideas. However, learning to ask open-ended questions and devel
oping your investigative techniques require a little more elabora
tion. So let's take a closer look.

Investigative Questioning
The following example demonstrates how to ask open-ended ques
tions and then play off the client's responses:
CPA: "You say your business is growing faster than
your cash flow. What do you think is causing you
to grow so fast?"
Client: "Well, we've introduced a new product and
our customers have been very excited about it."
CPA: "Tell me about your product."
Client: "It's a portable power tool which allows one
repair person to do work that, until now, took two."
CPA: "Who uses it?"
Client: "Anyone that performs field repairs on
heavy equipment."
CPA: "How big is that marketplace?"
Client: "Our calculation is that there are at least
12,000 workers who could use our product."
CPA: "Are you planning to market only in Texas?"
Client: "Today, yes. But we hope to include Cali
fornia and New York before the end of the year. If
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that turns out okay, then we'll expand throughout
the rest of the states. We also have our eye on
Europe."
CPA: "How many of these tools do you need to sell
in order to pay the bills . . . given the first year's
planned expansion?"
Client: "Right now, about 600. But we need to add
more manufacturing capacity within the next few
years. And with the combination of these facilities
and our new sales offices, our overhead will drive
that break-even number to about 1,800 by 1993."
CPA: "What are your sales now?"
Client: "So far, we are halfway through the year and
our sales and backlog total 500."
CPA: "Does this sales volume stress your cash
flow?"
Client: "Well, I guess the answer is "yes" since it
currently is out of control. We can easily meet our
payables and payroll for the next couple of months
. . . but after that, we'll need more money."
CPA: "How much additional money do you need in
order to handle your anticipated growth over the
next 12 months?"
Client: "Our management team feels we need to
double our lending limit It currently is $200,000."
This conversation can continue for as long as necessary. The sce
nario, though long, illustrates questioning built around the words
who, what, where, when, why and how.
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Don't Give Premature Answers
There is one major flaw most CPAs have in implementing the
above technique; they constantly give what we call premature an
swers. In other words, not enough questions are asked before
answers are given.
All too often, because of our history as technicians, CPAs want to
provide quick answers. This may be because we have trained our
clients to expect solutions to complex problems in a minimal
amount of time. The only reason we have been able to live up to
this expectation is because traditional accounting is repetitive and
well-defined by rules. Consulting is just the opposite.
One of the first rules a consultant must get used to is that there are
very few rules . . . if any at all. Second, solutions rarely are all
right, all wrong, all black or all white. They usually present them
selves in various shades of gray. To arrive at the best alternative,
you have to factor in more than the expected benefits. You also
have to consider the disadvantages of each option and the likeli
hood that the personnel assigned can and will properly implement
the solution.
If the solution with the greatest reward is too complicated for
company personnel to carryout, then a seemingly less attractive
alternative may be the right choice. Following this same logic, if
management does not believe in-or is not committed to—a partic
ular solution, then reconsider the other alternatives. Remember,
your objective is to help find a solution that works, not just find a
solution.
When you consider that a consultant has to identify the client's
problem, understand the pros and cons of possible alternatives, an
alyze the commitment and experience of the personnel involved,
and plan on how to overcome any anticipated hurdles, why would
anyone feel compelled to instantly spout solutions? We don’t know
why, but we do know that many CPAs are guilty o f this.
Maybe CPAs have an overwhelming urge to demonstrate compe
tence. Unfortunately, with premature verbiage, the exact opposite
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usually occurs. Consider the interplay between the client and CPA
in our previous example. Many interviewers would have stopped
the questioning process early to talk about the cash-flow benefits
of establishing distributors rather than sales offices. Another soap
box lecture might have been to slow expansion. Even though these
are valid positions to consider, more ground and client confidence
can be gained by converting possible solutions into questions. For
instance:
CPA: "Have you thought about reducing some of
your fixed cost by establishing distributorships
rather than sales offices?"
Client: "Well, we've never used distributors. We've
always set up our own offices. Do you think using
distributors would help us manage our cash-flow
crisis?"
CPA: "A lot of companies have found that to be the
case. So, we should take a closer look at this possi
bility and outline its pros and cons. I'll make a note
of that and we'll get back to it later. Now, what
factors are motivating you to grow at such a fast
pace?"
Client: "The demand is there. But more important,
we bought the exclusive right to manufacture and
sell this product. That right is contingent on our
having a presence in at least three states within
three years. Also, we need to sell 10,000 total units
within five years. If we jump both hurdles, then we
will have satisfied the terms of the contract and will
retain the exclusive rights to this product for the
remainder of its patent life."
This sample dialogue reveals two questioning techniques. First. . .
if a direct question is asked, give a short answer (tabling further
discussion until later often works well). Then, resume the
questioning. This technique allows you to return your focus to the
task at hand--the investigation process. By doing a thorough job

84

Small Business Consulting

here, it’s easy to understand your client and his or her business.
The second point is . . . when a thought comes to mind that appears
to be a solution, make a note, wait for the appropriate time and
present it as a question. If the client likes the idea, you’ll look
good. If the client already has considered the idea and rejected it,
you still look good for asking a logical and relevant question.
Always keep this in mind: the object of this investigative phase is
to gather as much information as possible. You have the greatest
opportunity to succeed in this quest when you’re asking questions,
you're not giving answers.

Listen
The last, but certainly not
least, of our marketing
etiquette tips is to listen.
Listening is critical if you
want to be effective. If you
don't listen, you can't suc
cessfully sell or consult.
Listening also is the most
difficult of these tips to consistently implement. Why? Because
it's normally not the focus of anyone's agenda; people spend
almost all of their time either talking or preparing to talk. For
example, why do you think most people can't remember someone's
name once they've been introduced? It's simple: we're so busy
thinking about what we're going to say, we don't think about what
is being said. To be a good listener, you have to be intent on
listening.
We tested this point in two of our recent classes. After spending
15 minutes discussing the importance of listening, we mentioned
that each member of the class would have to stand up and give a
three-minute talk on a recent family event. Following this state
ment, a comment was made about a personal family experience in
which the names of a person's wife, daughter and dog were men
tioned. Not one person in either of the two classes could
remember all three names! The reason . . . as soon as the audi
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ence was notified that they would have to talk, all listening
stopped. Their minds were focused on identifying what they were
going to say.
So now that we know that nobody likes to listen, notice the role
that it plays in our questioning technique example. Every ques
tion, except for the opening one, came from the client's previous
answer. So by listening to your client, you not only gain insight
into problem areas, but you receive clues for your next question.
Even when the topics go beyond your current background, using
this technique it's rarely noticeable. It allows you to identify your
client's areas of concern without having a great deal of specialized
knowledge. What you don't know today can be researched
tomorrow.
Playing off your client’s responses works well because you condi
tion yourself to ask questions and listen, rather than talk. There
fore, you minimize the opportunity of exposing your weak areas.
Rarely will you stumble from asking questions, but falling is
easy when you're talking. Another way of saying this is:
It's better to remain silent and be thought a fool
than to speak and remove all doubt,
or
It's much harder to ask a dumb question than it is to
give a dumb answer.
Now that we have studied the major components of marketing eti
quette, it's time to get our arms around the basics of a good mar
keting program.

Marketing: Getting Started
To implement a marketing program, it must be a defined, budgeted
and monitored objective of your firm. Defined means that the cre
ation of a marketing plan needs to be more than just a good inten
tion. This plan should identify action items that can be easily im

86

Small Business Consulting

plemented. The term budgeted addresses the issue of whether the
marketing plan is feasible given a firm’s financial constraints?
And monitored is another way of saying, "Is this plan, or are any
o f the individual action items, producing the intended results?"
This kind of commitment to marketing unfortunately is rare. But
without all three ingredients, your marketing program is like a ship
lost at sea, wandering aimlessly. And when success is achieved by
accident rather than by plan, no one knows how to duplicate it.
To find out whether your marketing program is lost at sea, we ask
this question:
When you conduct your planning sessions, where is
marketing on your agenda? Is it in the essential or
the optional column?
If it's not in the essential column, it's in the wrong place. Since to
day's efforts generate next month's or next year's opportunities, a
good marketing plan is imperative if you want to be successful as a
consultant. Otherwise, results will be inconsistent. When you
consider that the demand for consulting is erratic to begin with, a
sloppy marketing effort will only make matters worse.
Here's one more reason why marketing should be a focal point
within your firm.
You have to continually attract new clients in order
to survive.
The explanation is . . . some percentage of your current clients
won't request your services next year. Their reasons for leaving
you will vary from moving out of town, to being dissatisfied with
your products or services, to no longer requiring outside assistance.
So attracting new clients is not just a growth issue; it also is neces
sary in order to maintain the status quo.
If you still are not motivated to concentrate on marketing, consider
something we pointed out in Chapter 2: the incredible CPA popu
lation explosion. With the growth of CPAs in public practice be
ing proportionally greater than that of viable business opportuni
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ties, competition will continue to increase. More competition
translates to less opportunity. With fewer opportunities, we will
have to rely more on marketing to help the client differentiate one
practice from another.

Don't Let Marketing Get Out Of Hand
Marketing is like a bed of
roses; it contains beauti
ful flowers and prickly
thorns. One major thorn is
that you can spend an
endless number of hours
performing the marketing
function before you can
fully determine its effec
tiveness. You create twice
the problem when you add
the fact that marketing time is mostly non-billable. These two
issues make it easy to see why the abstract world of marketing
often gets out-of-hand.
A good, first step to help keep things under control is to be honest
about which resources are expended as part of your marketing
strategy, and which are expended just for fun. This is a critical
distinction because often you find CPAs talking marketing when
they are really just playing. As an example, a golf outing with a
client is only marketing when the firm can reasonably expect this
time to deliver some increased benefit to the firm. That benefit
should be identifiable before the meeting takes place. The next is
sue is, could that same benefit just as easily have been achieved
through a less time intensive activity? For instance,
If you are working on an extended project with a
client, then the marketing benefit of playing golf
may be the maintenance of ongoing rapport. If that
client makes a substantial contribution to your
yearly revenues, then spending the time and money
to reinforce rapport is certainly valid and justified.
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When the possibility exists that a client may retain
you to perform some additional work, then, once
again, golf may be a productive use of time. How
ever, the time involved should be commensurate
with the potential reward. Spending $500 in un
billed time to take on a $300 project is playing!
The point is not to limit golf or any other activity, but to label
these activities for what they really are. If you don't, then when
you analyze the commitment to marketing versus its return, you'll
quickly conclude that marketing just doesn't pay. And nothing
could be further from the truth, especially if you do the right kind
of marketing.
Financially, it's a great idea to mix pleasure and business whenever
possible. So if you or some members of your staff enjoy playing
golf (or whatever), then arrange an outing with an interested client.
This kind of arrangement is not only good public relations for the
firm, but a perk for you or the employee. Just remember to label it
as such.
Because marketing, at times, is like a black hole, you can easily
get sloppy with your time. We are not referring to lack of effort,
but to misguided effort. To minimize this waste, every marketeer
(salesperson) within your organization needs to undergo a crash
course in time management. An old, but good, book on this sub
ject was written by Alan Lakein, called How to Get Control of
Your Time and Your Life. We make a special effort to practice
many of the techniques set forth in that publication. However, one
particular technique that comes to mind is simple, easy to imple
ment and effective. All you have to do is continually ask yourself
this question:
Is this the best use o f my time right now?
If the answer is no, then pin-point what is. The best use of your
time is often something less appealing than what you're doing now,
but far more critical. All of us are subject to being sidetracked by
unimportant time-consuming projects that have little or no impact
on our goals. When this occurs, we need to quickly identify what
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is happening__and stop it. Remember, time does not discrimi
nate. Everyone, regardless of race, color, creed, wealth, sex,
height or foot size, has the same 24-hour day. Learning to make
the best use of your time always has been important. But as far as
marketing is concerned, good time management is essential.
Therefore, some extracurricular reading may be in order for those
most involved in marketing.

The Marketing Plan
Now that we know that time is one
of marketing's worst enemies, we
are ready to identify another arch
rival: disorganization. Too often,
marketing is done on a haphazard
basis with little thought given to:
Overall theme,
Creation o f a consistent message, or
Achievement o f a specific objective.
For these reasons, planning is fundamental to the success of your
marketing efforts.
A good CPA firm marketing plan will court its clients. The plan
should be designed so that clients (and prospects) are continually
and gently nudged with propaganda over and over until they break
down and call for help. Politicians and soapmakers have long been
known for that.
People are too busy and distracted to react to a sales
pitch that they only hear a few times.
What is needed is a program designed to cover about a three-year
horizon, and one that best utilizes your firm’s skills and resources.
But first, you have to gather some information about your firm in
order to develop a better understanding about your:
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products and services,
customers,
competition,
management team, and
financial resources/limitations.
(These planning issues are covered more fully in Chapter 10).
The result of this analysis should answer this fundamental
question:
What do you want to sell, to whom, by whom, for
how much and how often?
This analysis may take several brainstorming sessions, but it is
mandatory. Otherwise, you will be attempting to select the best
approach for selling something that you have yet to define.
When our firm initially performed this analysis, the following ser
vices were identified:
negotiation and arbitration of operational, finan
cial and personnel issues;
tax planning/minimizing;
management and leadership training;
help in obtaining financing;
acquiring/selling businesses;
manage audits and reviews;
accounting/reporting assistance;
business planning/budgeting;
advice on how to improve internal controls and
procedures;
computer hardware and software consultation and
training;
cost reduction analysis;
cash management assistance;
marketing/advertising strategy; and
pre-bankruptcy and bankruptcy support.
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Once you have identified your list of possible services, it's time to
plug in the consulting approach you have decided to follow
(Chapter 3). If you choose the fortress, your path leads in one di
rection; with the empire, you proceed in another.

The Fortress
By choosing the fortress, your target market is your existing client
base. Our Fort Worth office follows this strategy. Since it has
been operating for many years, a sizable client base has been es
tablished. Therefore, client base protection is a primary focus.
To accomplish this, all marketing efforts are directed towards
building client loyalty. One way to do this is to promote a wide
range of services. So the services listed above (created in an ear
lier brainstorming session) became the primary wall of services
that surround the Fort Worth client base. By promoting these ser
vices, we subtly remind our clients that we can take care of a wide
variety of their needs.
If a client is in need of a service outside this list, we will either
refer them or satisfy their need through the use of sub-contractors.
The decision as to which way to go is easy to make.
If the service desired is performed by a competing
CPA firm, then we will most likely perform the
work through sub-contractors.
Remember, the idea behind the fortress is client base protection.
We don't want anyone making inroads with our clients that might
threaten their loyalty to us. Obviously then, we only refer when no
such threat exists.
To keep our client's attention, we have to continually remind them
that we are their CPA firm, and that we offer an exciting variety of
services. The good news is . . . it's easy to accomplish this with
fortress-style marketing. Why? Because we know:
our clients by name,
where they work,
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where they live,
what they do, and so on.
Due to the availability of this information, the cost of communi
cating the details about various new services is relatively low. By
utilizing monthly or quarterly newsletters, workshops, direct mail,
or even a firm open house, you can stay in touch (we cover these in
more detail later). This communication is an essential element of
building loyalty.
The primary requirement of a fortress marketing campaign is that
you consistently and regularly expose the firm's various services.
Response to this campaign is not as important as its visibility.
Even when you don't achieve additional direct revenues from the
services promoted, the main objective will still have been met.
That is:
You have reminded your clients that you care about
them, that you always are looking for new ways to
keep them satisfied, and that you provide much
more than the CPA services they perceive to be
standard.
This constant barrage of information also tells them that something
exciting is always going on at your office. As a result, they will
want to stay in contact with you.
By creating these positive and recurring images, your clients
should always think of you first for help. And that's the sole mar
keting objective behind the fortress.

The Empire
If you select the empire, your target market is much more broad
than your existing client base. Typically, this approach is selected
by those firms:
With an inadequate number of clients (like a re
cently opened office),
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or
Desiring a change in stimulation, like a group of
CPAs who are tired of performing daily tax work
and decide it would be more rewarding to build a
litigation support practice.
In both of these cases, new clients have to be actively solicited.
The problem is that even though these potential clients can be
identified, they are difficult to contact. Why? Because you typi
cally don't have an existing relationship. This lack of a relation
ship makes selling difficult because the CPA Rules of Professional
Conduct regarding solicitation are:
(a)

A certificate or registration holder may make a solic
itation if and only if:
(1)

the solicitation is made to a person who is at
that time a client of the certificate or regis
tration holder;

(2)

the solicitation is invited by the person to
whom it was made; or

(3)

the solicitation is made to a person seeking
to secure the performance of professional
services currently not being provided by an
other certificate or registration holder.

Obviously, when a person is your client, contact is easy. When he
or she is not, then you have to be invited or know that a particular
service is being sought that the client's current CPA is not provid
ing. This makes the actual sales contact much more difficult.
The permitted invitation mentioned in item (2) above can originate
from a number of sources: a friend, a vendor, a co-worker, etc.
Basically, invitations will come from your network of contacts.
That's why it's so important to make sure that there's proper em
phasis within your firm to expand the contact base.
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Another way to receive an invitation is by utilizing various media
(direct mail, radio, television, newspaper, etc.) to contact the po
tential client. There are two basic restrictions that must be
remembered:
Advertisements cannot be false, misleading or de
ceptive, which shouldn't be a major obstacle to
overcome, and
An uninvited contact can't be personal.
If you decided to send all local manufacturers a letter introducing a
new service in the area of capacity planning, you couldn't address
the letter to the potential client. For instance, the salutation would
be limited to something like Dear Friend or Dear Plant Manager.
This impersonal approach is a definite disadvantage when you are
trying to get someone's attention. That's why the empire approach
requires more time (realistically, a year before you see any real re
sults) and money than does the fortress. Adequate exposure to
potential clients who haven't invited your solicitation is often a
lengthy and costly process.
Because of this, in order to be effective, the empire requires that
you devise a marketing approach that defines a fairly narrow mar
ketplace. This allows you to promote a unique product, which is
enticing and valuable. As an example, consider the broad range of
services we defined earlier for our firm. This list, while proving
valuable for the Fort Worth office, is too broad for the Austin lo
cation. Since the Austin office has only existed for about two
years, its client base wasn't large enough to support its two princi
pals. Expansion was necessary. Therefore, the empire approach
was adopted. The services were then refined to suit a more tar
geted audience. For example, we promote:
business and marketing planning;
help in obtaining financing;

negotiation and arbitration of operational, finan
cial and personnel issues; and
advice on how to improve internal controls and
procedures.
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Even though we provide other services, we publicize those ser
vices that impact small business profitability. Some of the vehicles
we have utilized to communicate and demonstrate this concentra
tion are:
publishing columns on management issues for
local newspapers,
presenting lectures
to various
business
organizations,
producing a television series called, You and Your
Money, which was aired by a local CBS affiliate,
and
writing several publications for the Small
Business Division of the Texas Department of
Commerce, etc.
This kind of exposure has helped us build a business expert image
in our local community. This, in turn, has prompted many poten
tial clients to call us, thus, achieving our goal: the invitation.
A comforting concept to consider when pursuing the empire mar
keting approach is that:
Those CPA firms choosing to build &fortress are
your allies.
This is true because an empire is built around unique services.
These unique services can be provided as part of a subcontract ar
rangement with a fortress-style CPA firm, helping them fortify the
fortress by strengthen the wall of services. As for the empire, its
client base and opportunities exponentially increase when these
types of arrangements are made. Note: expect to sign agreements
that penalize the empire-builder should a fortress client defect to
the empire firm.

Summary
One reason why consulting has been difficult to implement is due
to our (CPAs) lack of internal planning. Consulting must be mar
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keted. When the marketing effort isn’t properly planned, it is not
only very costly—but even worse—ineffective.
Communication is another fundamental skill required. Consultants
are expected to have more than just technical expertise. Therefore,
we touch on techniques that should enhance your ability to com
municate. While many of our suggestions will seem unnatural or
uncomfortable at first, hang in there. This discomfort soon will
pass. When it does, you will find that your improved communica
tion and marketing talents will make a positive impact in much
more than your business world.

Chapter 7

Creating
Exposure
for
Your
Consulting
Practice
oNw that we’ve been through an overview of some
marketing basics, it's time to move from theory to
practical application. The next two chapters do just
that. This chapter takes a look at alternatives for
gaining firm exposure. Chapter 8 is a review of sales techniques.
So let's get down to business.
The first issue is, What does the term "exposure" meant We use
this as a catch-all word to define any and all communication that
gives your firm visibility. One of Webster's definitions is:
The condition o f being presented to view or made
known.
How do you want to be exposed? Should you try to be all things to
all people? How are you going to position yourself? Do you need
a niche that sets you apart from your competition? Again, these
are the same kind of fundamental questions we discuss later in
Chapter 10. Logically, before an exposure plan can be created,
these issues have to be addressed.
The next question is, "'How does an exposure plan differ from a
marketing plan?" The marketing plan focuses on issues such as:
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identifying client demographics,
predicting future client demand,
outlining a strategy that should satisfy future
demand,
establishing the various service offerings,
choosing the marketing approach (fortress,
empire), and
selecting the best mix o f exposure alternatives, etc.
The exposure plan is merely a subset of the marketing plan, which
lays out the who, what, where, when, why and how of gaining
visibility for the CPA firm. What makes this kind of planning con
fusing is that effective exposure is difficult to identify. What
works for one CPA firm may prove to be worthless to another. Ev
erything has to be planned so that the results of the various expo
sure selections can be monitored and measured.
Throughout the marketing chapters, we will discuss various expo
sure alternatives and applications. Keep in mind that there is no
right answer. What has worked well for our firm may be totally
ineffective for your operation. Think of exposure as a suit of
clothes; even though two suits may visually appear to be the same,
most likely each has been altered to fit the individual wearing it.
So where do you start if you are not sure how to tailor your suit?
From a simplistic viewpoint, any good exposure strategy must
first:
understand the potential clients,
identify their hot buttons, and
revolve around pushing those hot buttons.
This leads us to a question of paramount importance:
What is in your exposure proposition that will cre
ate enough urgency to prod your potential client
into action?
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If the urgency generated by your proposition is lukewarm, then the
results most likely will be marginal. Once the urgency has been
identified, the next step is to choose the best combination of
exposure channels or vehicles.
If your audience can be narrowly defined, then your exposure
alternatives are more economical. The opposite also is true. The
larger and more general your target audience, the more you have to
rely on costly mass media options. The best way to control the
cost of visibility is to work on defining your marketplace. If you
define a narrow audience, like your existing clients, yet still use
mass media to generate interest, your exposure budget will run dry
long before any real results are realized.
Let's say your firm put together a newspaper adver
tisement announcing several new, specialized ser
vices. Note that the cost of this advertisement is
based on the newspaper's total distribution. There
fore, when trying to reach a specific marketplace
through a general medium, a premium is paid for
some exposure that isn't beneficial.
To demonstrate this, consider our newspaper exam
ple above. The first down-side is that only a small
percentage of the readers will be interested in your
specialized offering. Of those who are interested,
some percentage won't even notice your ad. Of
those who notice it, only a few currently need one
of your services. Of those needing a particular ser
vice, due to your proximity, etc., your advertise
ment may inspire some to contact other sources for
help.
The point of this iteration is to emphasize that one should select
channels of exposure that are targeted and as specific as possible.
In our example above, the newspaper may be delivered to half a
million people, yet only 500 may be potential clients in need of the
service you are offering. A better way to reach this unique 500
might be through a trade magazine, at a convention, an association
newsletter, etc., which are targeted to the needs of this audience.
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Because this visibility is to an already interested audience, your
impact should be far greater.
If this is true, then why does anyone use general mediums? Well,
general mediums are most often used by companies that sell gen
eral interest products, like soft drinks, beer, computers, clothes,
etc. The mass media advertisements that you see and hear that
focus on a highly specialized product or service are usually con
ducted by companies taking the lazy way out. It's easier to spend
extra money than to try to identify the more cost-effective alterna
tives for contacting their audience. We know we are beating this
idea to death but it's important to understand that the most
common mistake regarding exposure is:
Spending money on media targeted to a general
audience when the market is a unique one.
Another common, costly error is:
Spending an entire year's exposure budget on a
week-long comprehensive advertising campaign.
This kind of blitz mentality is even more ineffective than the fail
ure to target your audience. The success of a blitz campaign is
based on the premise that you have a product or service that is so
unique, so much in demand, that people will beat your door down
to obtain it. This phenomenon almost never occurs. The normal
result of blitz exposure is that many people hear the message but
by the time they are ready to react they have forgotten who sent it.
So the trick is to put together a marketing program that can be
implemented in small increments over a long period of time.
Why? Because visibility and exposure need to emulate a dripping
water faucet. Even though each drop of water may be insignificant
by itself, as these droplets continue, they make an impact. The
same is true with exposure; you have to chip away the various
distractions surrounding your potential clients. Then, in that
fleeting moment when you have their attention, your message must
quickly motivate these people into action.
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The problem is . . . there is no magic formula to achieve this reac
tion. There are some guidelines though. A few that must be in
cluded in the message are:
simplicity,
conciseness,
clarity,
consistency, and
repetitiveness.
To gain a better perspective about exposure, think of the quarter
back. When the team wins, he gets too much credit. When the
team loses, he is handed more than his share of the blame. Expo
sure by itself doesn't accomplish anything: your products have to
be in demand; the clients have to be ready and able to buy; the ex
posure vehicles have to be seen or heard; and much more.
Even if all of this works as planned, the best you can hope for is an
opportunity to sell. If you are not prepared to capitalize on this
opportunity, then the time and money involved in implementing
your exposure plans are wasted. Note: Chapter 8 covers how to
capitalize on this opportunity through personal sales techniques.
Exposure doesn't have to be expensive to be good; however, it
does have to be well thought out to be effective. Once again, that's
why you have to create an exposure plan. This plan needs to make
sure that your non-chargeable time doesn't get out of hand. It also
has to ensure that the exposure budget doesn't run wild. This
means you need to create a plan that covers a predetermined span
of time and identifies the various exposure alternatives (both time
and place) you propose to utilize. Once this is laid out, you can
make sure the entire project has the required funding and personnel
support.
We recommend that this exposure plan cover at least a six-month
horizon . . . twelve months would be even better. Second, a plan is
worthless unless it also is monitored. You need to track the results
of each exposure or promotion. Make notes as to what you did,
whether it generated any phone calls or comments, if any new
business resulted from it, time of year, day of week, and any other
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information that could prove pertinent (for instance, your biggest
competitor staged a free workshop at the same time you offered
your for-fee seminar).
We suggest that you create an exposure notebook to record this in
formation. This notebook should contain a calendar upon which
the exposure schedule is written. The notebook also should in
clude everything your firm does to create visibility, from mass
media (like newspaper, radio, etc.) to lectures, to networking
meetings, to publicity, to articles published, etc.
This information, over time, will help you identify what works for
you. Also, note that interest or inquiries are a better indication as
to the effectiveness of exposure than are new clients or revenues.
Remember, the objective of exposure is to prompt your potential
client into action. In other words, get them to call you. If you
judge your exposure plan by statistics, such as new clients, then
you are assuming that your firm is able to convert 100 percent of
the interest generated into requests for services. That assumption
is not only invalid, but it may lead you to alter an effective expo
sure plan when the real problem may be the firm's marketing and
communication skills.
To wrap up, consider that creating an effective exposure plan is far
from a science. However, the more facts you have, the more likely
your efforts will result in profit rather than just another expense.
With this in mind, let's take a look at the various exposure
alternatives.

Establish Exposure Methods
Generally, exposure fits into two categories: institutional and
promotional.
Institutional exposure focuses on image and per
ception. This type of visibility sells features like
quality, competence, experience, uniqueness, etc.
But it rarely creates a sense of urgency. In other
words, people become aware of your firm and the
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services provided but you have given them no more
reason to call you today than tomorrow. The results
of your efforts may not be available for months or
even years. This is a common exposure approach
used by CPA firms.
The other type of exposure is promotional. This
approach is built around an immediate response to
some event or item: like a sale, a workshop or a
coupon. If immediate action isn’t taken, then the
offer expires. This alternative is less often utilized
within the CPA industry. But perhaps it is one that
should be given further consideration.
With this in mind, let's look at our various exposure alternatives
and consider how each might be used.

Networking
The most obvious form of promotion, and always one of the best,
involves the circle of people you work with or know. Most people
call this networking. Webster’s defines networking as:
The exchange of information or services among
individuals, groups or institutions.
Networking may include participation in professional associations,
charitable organizations, specifically designated peer groups, loose
associations with other professionals and many other variations.
The objective behind networking is to establish contacts that will:
Provide access to additional or unique resources,
Refer clients, and
Augment your knowledge through the sharing of ideas.
Whether you have chosen the fortress or the empire, networking in
some form will be the cornerstone of your exposure plan. With the
fortress, your primary network is your client base. With the
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empire, since normally the client base is either not substantial or
not centered around the desired type of services, your primary
network will be other professionals, friends, organizations, etc.
Our Austin office tends to focus its networking energy on local
professionals (like attorneys, bankers, insurance agents) and a few
professional associations. The Fort Worth office concentrates its
primary energy on the client base, various professional associa
tions and attorneys. In addition to this, our firm also sought out
another network that provides a refreshing and open exchange of
ideas.
We joined the Southern and Western Accounting Group (SWAG).
There are many such groups among our profession, all with the
major purpose of networking.
SWAG is a group of CPA firms from various cities across Texas
and Oklahoma that do not compete in the same geographic area.
The group meets several times a year to discuss business and pro
fessional issues and concerns common to the member firms. Often
these meetings are held in resort environments to focus attention
away from the everyday world back at the office. Of particular
value to SWAG members is the open and formal sharing of mem
bers' financial results. This financial survey helps members to
focus on each other’s successes, problems and even failures. Small
firm members then can anticipate growth problems and larger
firms often are reminded of what got them there. The group’s
agendas cover the gamut of administrative, practice development
and structural topics. We mention this type of network to empha
size that being able to freely discuss critical matters with peers can
be very rewarding and profitable. One doesn't always have to re
invent the wheel.
One down-side of networking is that it often is hard to quantify the
results of your promotional efforts. But here's a motivational fac
tor that eases this frustration:
Every time you make someone aware of why your
firm is special, you create an outside salesperson.
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Not only can this salesperson freely introduce your firm to people
you don't know, he or she does this without becoming a part of
your firm's overhead. This situation is almost too good to be legal.
Therefore, be sure that your exposure plan pays attention to the
expansion of this sales force.
A common obstacle that hinders the effectiveness of networking is
ego block. Ego block occurs when the CPA performing the net
working function doesn't want to appear too anxious to obtain new
business. So he or she doesn't do much selling. Comments may be
made as to firm size or current projects but the network is never
really informed as to the skills and services that can be provided by
the CPA firm.
This aloofness is ridiculous! But it also is very common. It is
almost as if there is an unwritten rule:
When a CPA shows interest in obtaining new
clients, then he or she openly admits to a lack of
success.
If you think this rule doesn't exist, then ask yourself this question:
Has anyone ever asked if you were interested in
taking on another client?
You're guilty, aren't you? What benefit can be obtained, except for
some ego stroking, from sending the message that you have all the
business you want? Remember, the point of networking is to
obtain new clients. Everyone knows that. So don't kid yourself.
The next time you or one of your staff members participates in a
networking function, make sure some selling takes place.

Referrals
Referrals are the result of effective networking. As we discussed
above, referrals are generated through the use of your network:
your client base, employees, friends, family, etc.
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After surveying hundreds of CPAs, we have learned that most
firms credit referrals for more than 80 percent of all new busi
ness. Based on this response, it’s obvious that the most effective
marketing tool used by our profession is first-class client service.
By keeping your current clients as happy as possible, you build
loyalty. The marketing part comes in when these loyal clients tell
their friends about how pleased they are with your work.
Due to the success of this marketing alternative, it makes sense
that your exposure plan should focus on taking advantage of this
resource. To do so, some groundwork is required. In other words,
spend some time subtly educating those people most likely to refer
you. Why? Because most of the time, when someone asks for
help, the cry isn't:
Hey Sue, do you know o f anyone who can help me
with some mundane accounting work?
Instead, the comment will more likely be:
Sue, I'm trying to put together a financial package
fo r my bank and need a little help. Do you know of
anyone I can call?
People, when they ask for help, usually are requesting a specific
skill or expertise. And Sue . . . well, she may be your sister, but
she still has no idea about the unique services your firm performs.
Because she is unsure as to your skills, her referral will be weak or
ineffective. For example:
I think the CPA firm o f Jones and Smith has done
that sort o f work.
The point is that your network of outside salespeople needs to
know a few details regarding your operation. We are not
suggesting that you immediately start pulling people aside to make
a sales pitch. We are proposing, however, that a sales pitch be
made whenever a suitable opportunity presents itself.
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The second issue surrounding referrals is recognition. When mem
bers of your network refer business to you, what have they done?
The most important factor is that your network was willing to risk
something for your gain. Each time a referral is made, that indi
vidual has put his or her good name and reputation on the line in
order to send you some work. What happens if your firm does
sloppy work, gives bad advice or charges more than expected?
One thing you can count on . . . whoever made the recommenda
tion will hear about it.
So what do these people gain by going out on a limb like this? The
overwhelming majority of CPAs we polled commented:
We try to send them a "thank you" letter.
Our next question:
You try or you do?
The common response:
We send a letter most o f the time.
Let’s pause here for a moment and review what has been said so
far. Eighty percent or more of most CPA firms' new business
comes from a source that might receive a thank-you letter. What's
really odd about this is the fact that many firms will spend thou
sands of dollars developing a brochure, thousands again on various
advertisements, thousands to sponsor events, etc., yet the one
resource that clearly generates the most new business might
receive a thank-you letter.
Every firm should rethink its position on this matter. We have.
Our solution was to make an arrangement for gift certificates with
local retailers. A gift certificate accompanies the thank-you letter
that is sent to anyone who refers business to us. By the way, this
gift certificate is not conditioned on whether the referred client
does business with us. Whoever made the referral took the risk as
soon as he or she mentioned our name.
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There are many alternatives to consider. So choose one that best
suits your situation. You might send a novelty item, movie passes
or a gift certificate to one of your clients' restaurants. It's not what
you send that matters but that you clearly say, Thank you, your
referral means a great deal to us. The gift demonstrates a little
extra effort on your part to show how much you care.
There are many advertising specialty agencies that can provide you
with some interesting novelty items. By taking this route, you also
can print your firm name and logo on the item. Then when other
people see and comment on it, a discussion about your firm is sure
to follow.

Community Relations
This also is a form of networking. Typically, this kind of exposure
is gained through involvement with civic organizations and chari
table activities. Because the focus of these events is other than
business-building, you have to be more "low key" about selling.
However, this doesn't mean that you should refuse conversation
about your firm when asked.
By the way, it's easy to get someone to ask about your firm. The
best way is to ask questions about your conversation partner's
livelihood. After enough interested inquiries on your part, most
people will respond appropriately and ask about your background
as well. Yes . . . this sounds a little manipulative. It is. Chances
are, however, that people have been doing this to you all your life,
you just didn't know it. So learn to use techniques like this one
that will help you better control and manage your communication
environment.

Personal Sales Calls
Personal sales calls are the most effective method of selling. Per
sonal sales calls are the most costly to make as well. One reason
why this alternative is so expensive is because each minute a CPA
spends selling is theoretically a minute that could have been billed.
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Another reason is because selling time is hard to leverage; you
normally make personal sales calls one at a time.
Face-to-face selling is the fastest way of converting opportunities
into firm revenues. But because of the costs associated with this
alternative, you only want to use it when you have identified a po
tential client who is interested, qualified and ready to buy.

Research and Development Approach (R & D)
This approach is like selling on-the-job-training. You know you
are capable of doing the work but you haven’t had an occasion to
demonstrate this. So in order to make the client feel more com
fortable with your inexperience, you either:
Give away a piece o f the job, or perform the job at
reduced rates.
R & D is an excellent technique to use when attempting to provide
new services. Enticing an existing client to allow you to perform
work at a bargain price in exchange for a reference is a great deal
for everyone involved. Why? Because it's hard to obtain new
clients with a sales pitch like this:
Well, we've never done this kind o f work before . . .
but we've always wanted to.
The R & D approach gives you a track record and confidence,
which are both essential to selling consulting services.

Client Seminars/Workshops
An excellent vehicle. It allows you to sell by offering education.
Whether you are promoting new services, or reviewing old ones,
teaching is marketing.
One of the requirements for success is that you offer something
worthwhile. In other words, each seminar or workshop should be
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organized in a self-help fashion. If you put on a show that is
clearly centered around creating new business, it will most likely
do more harm than good.
The fact is, when you teach someone how to do something, you
sell yourself. Some will ask you to merely act as their consultant
while they attempt to do the work. Others will get excited about
the idea, but hire you to perform the work since they are too busy
to do it themselves. And yes, some will actually use the new
found skills you helped them develop. Everyone wins. By teach
ing a skill or identifying how to better use a tool, you gain two
things:
Loyalty from your alumni.
Additional opportunities.
Either of these is enough to make client seminars and workshops a
worthwhile effort.

Joint Seminars/Workshops
These can create the same positive results as do client seminars
and workshops, with the added value of exponentially expanding
your audience.
Joint seminars, in our opinion, will be one of the most productive
marketing vehicles used by professionals in the '90s. You will find
lawyers, stockbrokers, insurance agents, psychologists, bankers,
CPAs and others forming strong alliances. These alliances will be
made in order to take advantage of the referral network and share
client bases. So instead of referring business randomly to anyone,
most opportunities will be referred to those within the group.
These loose associations create two advantages. The first is that
each firm has some access to the clients of the other through for
mal presentations, newsletters, etc. This literally can double or
triple the size of your available audience overnight. This tempo
rary merging of client bases also gives you direct access to a great
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many people who would otherwise be difficult to contact. The
second advantage is that these alliances form a kind of umbrella of
professional services. The combination of these services forms a
protective wall (a fortress) that enhances client loyalty and
satisfaction.
Joint seminars and workshops can be used by both fortress- and
empire-minded firms since this vehicle facilitates both protection
and expansion. Because those in attendance already have demon
strated an interest, marketing is not only easy but inexpensive as
well.
The trick is to find the right professionals with which to associate.
Even though this task may be time consuming, the potential bene
fits of establishing this organization are fantastic.

Writing
Writing rarely brings potential clients to your doors. However,
when one does come, being published helps create an image that
differentiates you from your competition. We estimate that we
close more than 80 percent of the prospective clients we talk to
partially due to the perceived value created by exposure vehicles
such as writing.
As for the marketing value of writing, this channel creates much
more interest when the topics discussed are specific in nature and
targeted towards a small group (i.e., addressing theft control for
retailers). When you write specific pieces, you can expect them to
generate new opportunities. Obviously, just being published isn't
the key. But rather, issues like:
who publishes your work,
size of circulation, and
target market
all become central to determining whether your writing efforts will
impress prospects.
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Writing obviously is an exposure vehicle in which we believe. An
effort made in this area should pay off, but over a long period of
time. Therefore, writing most often is selected as part of an em
p ire-building plan.

Public Speaking
Public speaking, like writing, has a long-term payoff. Geared
more towards an empire philosophy, speaking is a unique avenue
to demonstrate your knowledge.
Speaking on general business topics allows you access to large au
diences. The benefit here is the expansion of your network. Cov
ering topics in specialized areas creates more immediate opportu
nities. However, in either case, if your speech is merely a sales
pitch, you will not only insult your audience, but will lose their
confidence as well.
There's one other issue you face with public speaking. You are
taking on the role of expert. So be well prepared and have a good
presentation. Unlike writing, your audience can immediately
challenge any comment you make. How you handle these poten
tially hostile situations often is more important than the speech
itself.

Publicity
Used to promote image, publicity is both an empire and fortress
alternative. However, the empire relies on this visibility much
more than does the fortress.
Publicity can come in many forms. The most common is through
news releases. Every time your firm decides to offer a unique ser
vice, or makes a contribution to the local community, a news
release should be sent to all major television and radio stations,
and newspapers. The format of a news release is simple, but con
tact someone in charge of publishing the piece to help you put your

Creating Exposure for Your Consulting Practice

113

first one together. From then on, just follow that same format and
continue to send it to those same people.
Additionally, there are many other ways to achieve free exposure.
As an example, our firm contacted a local television station, a CBS
affiliate, and sold the idea of our firm providing advice in a busi
ness tip series called You and Your Money. It appeared every
weekend during the 6 p.m. news for over a year. This gave us
excellent exposure, but no short-term results. That's why this type
of visibility, publicity, belongs more in an empire strategy.
Along these same lines, several years earlier, one of our sharehold
ers approached the local newspaper. He proposed a weekly col
umn on small business. It was approved after about nine months
of negotiation.
The point is that you have to be creative and find free ways to
promote your business. Publicity not only gives your firm expo
sure but enhances your credibility and image too. A word of
warning though, alternatives like the television series or the
weekly column are very time-consuming. Therefore, even though
this visibility had no out-of-pocket costs, it was still expensive in
unbilled time. For any benefit to occur, this type of exposure has
to occur over a long period of time.
The good news is that publicity is free (except for your time).
Therefore, something as simple as a news release should be incor
porated into everyone's operation and used extensively. Consider
this: being covered as part of the news gives you much more visi
bility than does a paid advertisement. So start a program right
away to take advantage of all the free exposure you can get.

Cross-Selling
This channel of exposure has been widely used to generate busi
ness for CPA firms in the past Because it is client-base focused,
cross-selling is predominantly a fortress strategy. Cross-selling is
the act of selling one service while providing another. For exam
ple, while performing audit services, you can drop a few premedi
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tated hints about other expertise within your firm that could be of
benefit. This is an effective technique because the best time to sell
future services is while you are solving current problems.
The real point that needs to be made is that effective cross-selling
requires the creation of a services plan for at least each of your
major clients. This plan should identify the services you have or
are delivering, as well as those you intend to deliver. The services
you intend to deliver should be prioritized and scheduled on a
time-line. The services plan keeps you involved in the client's
affairs and generates a smooth flow of opportunities. This plan
should have a horizon of a couple of years and is essential to
maximizing your ability to cross-sell.
If you currently are not aware of a client's additional needs, con
sider making an investigative sales call. This commitment is eas
ily justified for the firm's larger clients. Regarding the others,
prepare a survey or newsletter that solicits this kind of information
on a postage-paid reply card.
Since we mentioned newsletters previously, we would like to take
this time to make a few points about them. First, newsletters are
an excellent marketing and exposure vehicle. However, they have
to be prepared with marketing in mind. Preprinted (canned)
newsletters that just have your firm’s name stamped on them don't
sell. They do educate . . . which is good, but they don't tell your
clients who you are or why you are special. Our rule of exposure
is:
Don't send out any material or information that
doesn't sell.
Don't just send out any newsletter; send out a selling newsletter.
This can demand a great deal of work if you create it yourself. So
consider incorporating some combination of canned and personal
information into each issue. For instance, besides a few canned
articles, list the various services you provide, or the new people
you have hired, or the unique skills of a member of your staff, or a
success story about one of your clients or many other selling
variations. Additionally, don't get bogged down in how fancily
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you present this information. Instead, make sure it always sells
your firm and is sent out on a regular basis.

Brochures, Firm Resumes, etc.
These are image-building alternatives. While most firms develop
them, too many spend an inordinate amount of money doing so.
The objective of these promotional pieces is to allow you to leave
something tangible with a potential client that will act as an inside
salesperson.
Brochures, firm resumes, etc. are almost like business cards. They
rarely generate business but are expected. We feel they are
important and should be presented in a professional manner. But
we also feel that many firms place too much emphasis and spend
too much money on vehicles such as these that do not generate
new business opportunities.

Major Advertising Media
These include media like television, newspaper, radio and maga
zines. Although these alternatives can be expensive, at times they
may be your best logical alternative. The real decision as to
whether you should utilize mass media to promote your services
lies in the answer to these questions:
Can you obtain information that will narrow your
target market?
And if so, are there vehicles better suited to
attracting the attention o f your potential clients?
If the answers are no, then using general media is probably your
best choice. However, you should start collecting demographic
information about your clients in order to find some common
thread that can be used to identify more targeted alternatives.
In an earlier discussion on mass media, we alluded to the fact that
this channel often is a choice of convenience. For some firms,
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money is in greater supply than time. This makes the mass media
alternatives very attractive. However, when you opt for conve
nience, remember to consider this when you are analyzing the cost
versus the benefit of your exposure campaign.

Direct Mail
This is a great alternative for both the empire and the fortress.
However, it is much more cost-effective and productive when gen
erating interest for the fortress. Even though this form of exposure
is impersonal, it is still likely to be read because your client will
recognize who sent it.
Direct mail typically is used to promote an event or some special
offering. Seminars would be an example of this. But don’t limit
yourself. Think of ways to create urgency other than by
seminars-like sending money. That's right . . . money! As an
example, if you are promoting a new consulting service, send out a
hundred dollars of play money. This money can then be used as
payment against your newly offered service. However, make sure
your money has an expiration date within a month or two.
Remember, the objective is to create some urgency for the client to
call.
The idea of sending "funny money" or coupons accomplishes a
number of things. Besides creating urgency and calling attention
to your new service, it does so without discounting it. Sometimes,
when you discount a service, you create an impression that the ser
vice is not worth the full price. By sending "money," this issue is
less obvious. Besides, you would spend that same amount or more
on a marketing call anyway. So try to be creative and think of
ways to take more advantage of direct mail.
As far as direct mail is concerned for the empire, you have to be
persistent. If you are not willing to mail at least three pieces to the
same audience, then direct mail is a waste of time. The empire
audience is not intimately aware of your firm, at least not like your
clients are. So your first mailing most likely will be tossed into the
trash can. The second might be held for a few seconds before the
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"file 13" decision is made. By the time the third or fourth mailers
arrive, your prospective clients should at least start wondering who
you are. By this point, they also should recognize your name. So
the odds begin to swing in your favor that your promotional piece
will be carefully reviewed.
Another issue regarding direct mail is timing. People don't have
good memories. Therefore, even when your mailers are read, if
the prospective clients are not in need of your services at that time
the promotion won't produce any results. You have to mail to a
group of people over and over again. That's why you want to nar
row your audience before you start a campaign like this. Other
wise, the revenues gained may not outweigh the promotional
expenses.

Trade Related
This vehicle includes magazines, other publications, convention
booths, etc. When you are targeting an industry or trade, look for
vehicles like these that specifically focus on your target audience.
By utilizing these vehicles, you can more easily get the attention of
those who would be most interested in your products or services.
This type of exposure is empire-oriented because it attempts to ex
pand into a specialized area.
A note of warning: any form of promotion needs to be exciting.
Even though trade vehicles are addressing an interested market,
your promotional material, trade show booth, or whatever, needs to
stand out. Regardless of how, when or where you publicize your
firm, your potential clients always will be distracted by the thou
sands of other companies also trying to get their attention.

Signage
This channel includes billboards, and exterior or interior promo
tional displays. As far as billboards are concerned, this is more
like the mass media we discussed earlier. It is expensive because
it is geared towards reaching a general audience. However, if your
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firm concentrates in an area like manufacturing and your city has a
manufacturing district, then this general media could become more
targeted with careful placement. Even though billboard presenta
tions can be expensive, when they are targeted they can be an
excellent alternative to help you expand your empire.
Regarding exterior and interior promotional displays, you should
use them to promote more than just your firm name. While these
need to be tastefully done, interior signs, plaques, awards, etc.
should help promote the kind of work performed by members of
your firm. In other words, more selling emphasis should be given
to the work place, especially in the waiting and conference areas.

Telemarketing
This is an excellent method to maximize participation in some
event, like a workshop or open house. By following an invitation
with telemarketing, your response should dramatically improve.
This alternative for CPAs is generally limited to fortress-style
marketing.
From the viewpoint of soliciting new business from your client
base, telemarketing rarely is effective. For soliciting new clients,
this type of contact violates our Rules of Professional Conduct.
However, it could be used productively as a survey or information
gathering tool for either audience.

Summary
In conclusion, there are many ways to attract the attention of both
your current and future clients. We have covered only a few.
Selecting the best combination of alternatives is not something to
take lightly, because exposure costs can quickly get out of hand.
To insure that your exposure impact is high yet manageable finan
cially, exposure planning is essential.
By becoming proficient at gaining visibility for your firm, you will
be able to differentiate your services from those offered by the
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competition. This should translate into an abundance of new
opportunities for you and your firm in the upcoming years, espe
cially in the field of consulting.

Chapter 8

Personal
Sales
Skills

hTere is a common misconception that learning how to
make a sales call is an exercise reserved for
salespeople. This is disturbing because:
Everybody sells . . . regardless of job titles or
duties.
From the executives to the cleaning crew, those who develop the
art of persuasion always seem to lead the pack. But before we start
dissecting the structure behind selling, consider a few general
issues. The first is:
Selling opportunities should be conducted face-toface whenever possible. So avoid selling over the
phone.
Here are a few reasons why:
1) Some of the issues being discussed may be com
plicated. These can be difficult to communicate
over the phone. With face-to-face selling, you can
utilize aids like sample documents, pictures, marker
boards and flip charts to clarify the material being
presented.
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2) It is hard to distinguish be
tween an interested prospect
and a tire kicker over the phone
(a tire kicker is someone more
interested in looking than buy
ing). If your potential client
takes the time to visit your
office, that’s a good indication
the project is of some priority.
3) When your initial meeting is by phone, rarely is
it billable. Even if you are hired to perform a con
sulting project via a phone conversation, often a
free introductory meeting is still scheduled. When
your initial meeting is face-to-face, not only can
you save time, but depending on the content of the
meeting, it may be partially billable.
4) Since the client hasn't hired you yet, there is still
a great deal of marketing to do. It is difficult to
establish the kind of rapport required to close a deal
via the phone. Also, you have little control over
your selling environment when using the telephone.
Therefore, face-to-face communication gives you
an edge. You not only have greater control over the
environment but you can utilize visual tools in your
marketing strategy.
5) It is much easier to motivate clients into making
a commitment when you are sitting across a table
from them.

Feature, Benefit, Result
Okay . . . the stage is set. The prospective client is in your office
requesting assistance, but has yet to engage anyone to perform any
work. Before we start selling, there's another issue to consider.
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Let's make sure we remember what we are really
selling. The feature, benefit, result technique will
help you stay focused.
Most people sell features and few sell both features and benefits.
However, only the silver-tongued salesperson incorporates results
into the sales pitch.
Assume you are attempting to sell a burglar alarm
system. The feature is the physical electronic com
ponents. The benefit is a warning sound, which will
occur should an intruder break the electronic bar
rier. But the result, and what the customer is look
ing to buy, is greater protection for the family.
People buy perceived results.
Let’s take this example a little closer to home. A new client comes
to you seeking tax assistance. The feature is the tax return. This is
the physical product you sell. The benefit is that the client can
meet the information filing requirements imposed by the govern
ment. The anticipated result is that the Internal Revenue Service
will be satisfied and leave your client alone. The clients are buy
ing peace o f mind when they hire CPAs to prepare their tax
returns. If you don't believe this, ask yourself this question:
I f you could write your clients a letter that released
them from all future tax liability regarding a par
ticular year, would they care whether a tax return
was filed?
The obvious answer is, no. What motivates people into action
(creates a sense of urgency) is an expectation of results. There
fore, we need to incorporate results-oriented thinking into our sales
kit by utilizing the feature, benefit, result technique.

The Structure of the Sales Call
It's time to begin pulling all of these tips and techniques together.
These tools are most effective when incorporated into a logically
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organized selling strategy. Everyone approaches this a little dif
ferently, and that's fine. However, we offer the structure of our
sales call as an alternative for you to consider. Its components are:

S

the opening,
information gathering,
the sales pitch,
our approach,
the summary, and
the close.

The Opening
The first few minutes of selling are political, not technical. The
objectives are simple; introductions and rapport building.
Introductions
This not only includes introducing yourself and your staff (if pre
sent in the meeting), but making sure you know the client's name
and its correct spelling. The next step is to commit that name to
memory. A technique we use is to immediately (and at least two
or three times) use his or her name in the conversation like, Well
Joe, how did you find out about ourfirm?
Additionally, during this phase we need to find out about the
client's background, his or her company and his or her authority
within the company. This information is critical in order to gauge
the kind of questions to ask later.
Rapport Building
Building rapport is the second part of the opening phase of the
structured sales call. Rapport is most easily established when the
client does all the talking.
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To make sure this happens, ask open-ended questions; questions
that require a response other than yes or no. For example, Tell me
about yourself . . . or, What do you do in your spare time? The
objective here is to make some personal connection with your
client, which then allows him or her to become more comfortable
with you. Two critical facts of life are. . .
People do business with people they like,
and
People like people who listen.
So let your potential clients talk about themselves and their inter
ests. This quickly accelerates the rapport-building process since
almost everyone would rather talk than listen. Why? Once again,
because listening is hard work.
TO TALK IS HUMAN, TO LISTEN IS DIVINE.
In the selling environment, listening is yourjob.
During this rapport-building phase, when you are trying to gain the
client’s confidence, make your job easy. Keep your talking to a
minimum.
This process might take as little as a few minutes or as long as half
an hour. But you're in control: you're asking the questions. When
you feel the time is right, change the tone and get down to busi
ness. When the client is ready, he or she will give you a sign. It
might be as obvious as the client starting to discuss their situation
or as subtle as sending nonverbal signals like watch-glancing,
chair-squirming or eye-wandering.
There are many clues to monitor. When you encounter several
messages denoting impatience or disinterest, get down to business.
Otherwise, you will lose them.

Information Gathering
At this point, you've decided that it's time to get down to business.
This can best be accomplished by asking a transitional, open-ended

126

Small Business Consulting

question like: So . . . what prompted you to call and set up this
meeting? There are many acceptable variations. The two major
ingredients are tone (casual, not negative or accusatory) and
phrasing that allows the client to easily answer. Normally, CPAs
will say something like, What's your problem? or How can I help
you? The first is negative because it keys on the word problem. It
also assumes that the client has identified the problem. The second
not only assumes that the client knows what the problem is, but
that he or she is familiar enough with your business to request a
specific service!
Yes, this is nit-picking. But many professionals are careless with
words . . . and CPAs are no exception.
In the world according to GAAP, we have been
technicians for too long.
Successful consulting requires
a good balance between poli
tical and technical skills.
For example, we recently per
formed some internal control
work for a manufacturing
client. The real issue was that
the department heads for
manufacturing and accounting
were at odds with each other.
Our role was to implement a solution acceptable to both sides.
This project was 20 percent technical and 80 percent political.
There were plenty of acceptable solutions; the problem was getting
agreement on one. In this case, communication skills were far
more important to the success of the project than was technical
expertise. In the field of consulting, this is common.
After the Transition Question
Once the discussion is focused on the business concern, continue
your role as Sherlock Holmes and investigate further. The objec
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tive of the information gathering phase of the sales call is to gain
knowledge about the client's situation and identify his or her hot
buttons.
To gain knowledge, your investigation
needs to:
Uncover what your client's
problems are.
Resolve that both you and
your client know what is causing the problems.
(For example, your client may complain of a cash
flow problem when, after some investigation, you
discover that the real culprit is poor vendor terms.
Both you and your client need to agree on the
cause before a solution can be implemented.)
Define the scope of the job in order to estimate possi
ble levels of involvement and associated fees.
(For instance, the first level might be that your
client's staff will perform all of the detail work and
your role is strictly project leader. On the other
extreme, in let's say a fourth level, your firm
would perform all the work. Levels 2 and 3 would
be somewhere in-between. Obviously, the greater
your firm's involvement, the higher your overall
fees.)
Determine whether you have the necessary resources,
both time and skill, to handle each level. Then,
depending on the options you make available,
your client can choose whichever level of
involvement best matches his or her available
resources.
The information required to satisfy issues such as these can best be
gathered by utilizing questioning techniques like those we covered
earlier.
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Besides obtaining general
knowledge about the client
and his or her situation,
another important aspect of
this phase is to identify
your client's hot buttons.
Hot buttons are the key to
persuasive selling. They
are those issues that push
your client into action;
issues that create a sense
of urgency. These buttons
are rarely obvious. Some
times it's like trying to find a needle in a haystack. The problem is,
if you haven't discovered the hot buttons by the time you attempt
to close, you'll have a difficult time motivating your client into
making a commitment.
In the tax business, we have built-in hot buttons.
The clients have to file their taxes by a certain date.
As these dates draw near, people will automatically
be motivated into action in order to avoid penalties,
interest and exposure to the Internal Revenue Ser
vice. People also are typically pre-motivated in
regard to audits and financial statements, especially
if an outside source (like a lender) is demanding
them. In all these cases, the clients come to us
boiling over with anxiety, focused on meeting their
deadlines.
With consulting, rarely are there dates that create this sense of
urgency. Even when dates exist, they often are internally gener
ated (which means they are subject to change). Therefore, during
the investigation phase of a sales call, you have to pin-point ideas
or concerns that can be used to motivate your clients into moving
forward with a project. For example:
Let's say Mike wants your help in selecting a com
puter. He spends several hours outlining the
requirements for his new system. Yet, you are not
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satisfied that the requirements have been considered
thoroughly. Therefore, you feel a paper-flow analy
sis should be done before the final requirements are
drafted. This step will cost the client extra time and
money so you know this analysis will be resisted.
In order to sell the paper-flow study, you are going to have to find
a hot button to push.
During your investigation, Mike told you about
several friends who spent hundreds of thousands of
dollars on computers that proved to be marginally
effective. He also commented that his greatest fear
was making this same mistake. For that reason
alone, he has never made the transition into the
world of automation.
Well, there is your hot button. In the approach phase (soon to
follow) of the sales call, you need to be prepared to:
Sell the reason why the paper-flow analysis is
necessary, and push that hot button by discussing
how this study is the best way of avoiding the
common disaster experienced by his friends.
To recap, during this phase you have to obtain an understanding of
the facts and feelings that surround your client's situation. This not
only will help you identify the existing problems, but also reveal
how to motivate and persuade your client into taking action to cor
rect them.

The Sales Pitch
By now, you have built a good rapport with your client and have
performed a thorough investigation. The next step is to perform
the sales pitch. The intent of this phase is to discuss:
Who you and your firm are and what you and your
firm do.
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Many cover this information in
the rapport-building phase.
However, we believe that the
beginning segment of a sales
situation should be conversa
tionally dominated by the
client; let him empty his bucket.
In other words, we don't feel
our clients will give us their
full attention until they have
had ample time to express their
feelings and concerns. Once their buckets are empty, the stage is
set. It's time to begin the firm's floor show. This includes:
discussing partner and employee credentials,
outlining the various services your firm performs,
distributing firm brochures, newsletters and other
sales information,
introducing references, and so on.
The question to answer during this exercise is, Why is your firm
special? This is done by reviewing the firm's credentials, de
scribing its various services, identifying its people's diverse levels
of experience, and conveying a sense of compassion and caring for
the welfare of the client.

Approach
To recap where we are:
Everybody knows everybody.
Everybody likes everybody.
The client's bucket has been scraped clean.

The client is in awe of your firm's capabilities.
The next step is to discuss how you would approach solving their
problem.
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We always start this section by commenting about the balancing
act (between money, time and skill) that we have to perform in
order to deliver valued services (as described in Chapter 4). It
always seems to comfort clients when they understand that:
We offer various degrees o f involvement, and
They control our degree o f involvement.
After everyone is comfortable with this concept, we layout a game
plan that could resolve their dilemma. At this point, rarely can we
pin-point the exact details of our approach, but we can speak in
general terms.
One technique that maximizes your ability to get a commitment is
to:
Break the project into bite-sized pieces.
This way, the client generally can commit to the project but
specifically to a stage within the project. Even though it is
incredibly rare when we don't perform all the various stages of a
project, the client only has to commit to them one at a time. This
creates a type of safety net for the clients. If they don't like the
way the project is progressing, then at the end of every stage, there
is a logical place for us to be dismissed and for someone else to
takeover. For example:
Let's say that the client is interested in obtaining
financing. Our first step would be to analyze their
situation. We estimate that it will take three hours
to take a cursory look. Assuming things are in
order, our second stage would be to help identify
the funds required and how they are expected to be
spent. This might take about two hours. Third, we
will specify the information that needs to be pre
pared for the loan proposal, which will take another
two hours. At this point, we jointly will decide who
is going to prepare what. Our level of involvement
is at the discretion of the client.
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The point of this is . . . we lay out a simple approach in multiple
stages. We make it clear that our estimates are merely rough
guesses and that we charge by the hour. Therefore, unexpected
problems, lack of information, unusual complexity, etc. increase
the time requirement. However, the reverse also is true.
A down-side to our multiple stage approach is that, occasionally, a
client gets the wrong impression as to the overall cost of a project.
So to make sure we don't have any misunderstandings in this area,
we also typically throw out an average project cost. In our
example above, we might conclude with:
Assuming the client does most of the detailed
preparation of the loan package, by the time we lay
out the required documents, look over and critique
the loan package, and attend several meetings with
bankers, a typical loan package will cost around
$2,500.
So we lay out our approach in multiple stages, give some general
estimates and allow ourselves plenty of flexibility. But the clients
usually are satisfied because they only have to chew this project
one bite at a time.

The Summary
By this time, you and the client have covered a great deal of
information. Th is step is to bring it all together in preparation for
the close. What you are doing is summarizing the issues and the
approaches that have been identified to resolve them.
As final comments to this phase of the sales call, we like to briefly
emphasize why our firm is the right choice for this project and how
our talents and resources complement the problem areas we are
about to address.

The Close
It's time to examine the final phase of the sales call. By this time,
you have successfully:
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gained your client's trust by building rapport,
gotten down to business by asking a transitional
open-ended question,
investigated the client's problem by listening and
questioning,
fine-tuned the flow o f the meeting by using all of
your available communication skills-both verbal
and nonverbal,
identified your client's hot buttons,
given your sales pitch,
outlined the approach you will follow to resolve
the various concerns, and then
summarized the key points.
Therefore, the close is imminent. The close is the most important
part of the meeting because here's where you ask for the business.
Until now, you could have made a great deal of mistakes that
would have little impact if you finish with a strong close. On the
other hand, you could have been flawless up to this point and blow
it all here. This is the point at which most people fall on their own
sword.
A technique that can dramatically minimize the frequency of this
sword falling is called the trial close. It allows you to identify or
further define obstacles hampering the selling process. In other
words, if you are looking for a yes answer, why are you still hear
ing no. For instance, let's say your client has a problem that you
wish to solve. But you really don't want to accept the job unless
you can be in charge of the project. A trial close might be:
I should be able to put together a plan to solve this
situation by tomorrow afternoon. I f I can, I would
like to pick my own crew and get started next week.
Is that acceptable to you?
This trial close conditionally asks for the business. In this case,
it also positions you as project manager and establishes a begin
ning time frame. If the client has no objections, he or she will
accept the proposition with the assumption that you can put
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together an acceptable plan. By asking for the business in a trial
close format, this will bring any unresolved issues to the surface.
For example, the client might respond,
Well, I like the idea o f you managing the project,
however, I'm not sure I can afford that luxury.
This response clearly resolves the project management issue
assuming the money can be worked out. Therefore, the trial close
has leaped one hurdle and identified another. The next step is to
come to terms on the finances of the project with another trial
close, like:
Assuming you and I can come to terms regarding
my fees, is next week an acceptable starting time?
The point is . . . by properly utilizing the trial close technique, you
can identify the hurdles that stand between you and your final
objective: approval. This process also is worthwhile because you
can obtain commitment before valuable time is spent preparing a
proposal or preliminary material.
Once you have jumped the various hurdles (satisfied your client’s
objections), it's time to ask for the business. There are several
guidelines to follow when attempting to do this. They are:
Don't let your potential clients leave without asking for their
business.
People normally avoid making decisions. By forc
ing the issue face-to-face, you increase the odds of
obtaining a positive response. It's much easier for
them to refuse you later, over the phone or by letter,
than right then in person.
Before you ask for the business, discuss your rates and how you
will bill fo r the project.
Try to minimize the number of possible put-offs, or
buying objections, before you ask for the business.
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Don't let rates bog you down; cover them up front
in a matter of fact style. When your potential
clients are forced to ask you for this information, or
when you are shy about revealing your fees, the
cost o f doing business is given more of a spotlight
then it deserves.
I f you require a retainer, discuss it with confidence.
Be confident when asking for a retainer. Nothing is
worse than someone requesting a retainer and then
stumbling all over themselves trying to explain
why. If the client wants to know why, he or she
will ask. After you mention the retainer, expect
your client to be silent. This is not a bad sign. It
is normal. Everyone seems to require a few
moments of silence before deciding to spend
money. These quiet seconds often are used to
decide some financial specifics like: is there enough
money in the checking account; what bills are due
this week; etc. Regardless of why, the point is . . .
don't overreact to the silence.
Ask for the project in a way that suggests an affirmative answer.
Believe it or not, most people avoid confrontation.
In other words, they would rather say yes than no.
So, phrase your closing question in a manner that
takes advantage of human nature. For example:
We could get started next Monday or Thurs
day. Which would be betterfor you?
By phrasing your question in a positive fashion,
there is an implied yes to doing business together.
So in order for your client to turn you down, they
would almost have to argue with you. In contrast,
Would you like to sleep on this decision? suggests
an easy out for the client to postpone making a
decision.
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When it's time to ask for the business, A S K a n d S H U T UP.
At this point in the marketing game, after you have
asked for the business, the old saying goes:

Whoever talks first. . . Loses.
In other words, learn how to live with the silence
that fo llows tough questions. If you say anything,
you divert attention away from the question, giving
the client an opportunity to change the subject,
postpone the decision or many other less desirable
alternatives.
If your client has a real objection, this silence will
give him or her time to formulate a response.
Remember that an objection is not fatal; each time
you satisfy one, you get another step closer to
making the sale.
I f the client does postpone the decision, find out what must be done
to finalize the deal.
If your client must postpone the decision for good
reason, like needing approval from a higher com
pany official, wanting time to check your references
or whatever, be sure to agree on the next course of
action before your meeting is adjourned. This
might entail a "to do" list, scheduling another
meeting or identifying who should contact whom
and when. If the responsibility of contact falls on
your client's shoulders, always give yourself another
in, like: I f I don't hear from you by Friday, I'll touch
base with you on Monday.
Now that we have taken a look at one-on-one sales techniques, let's
consider the dynamics of working with a group.

Personal Sales Skills

137

Effective Group Presentation Techniques
Often in consulting,
meetings consist of
one or two CPAs,
and five or six
members of the
client's organiza
tion. This kind of
setting usually is
more formal than
one-on-one dialogue. Therefore, it typically is more of a pre
sentation than a conversation. The skills required to conduct this
kind of meeting are similar to those used in public speaking. In
fact, as scary as it may sound, this environment is public speaking.
Since consulting work often centers around this type of setting, we
have included this chapter to discuss a few important group com
munication techniques. With just a little practice, you should
quickly become more comfortable and effective in a one-on-many
dialogue. The following ideas were developed by Communispond,
Inc., a company that focuses on communication training.
1) Control your eyes.
Controlling your eyes is the act of focusing upon,
and talking to, only one person at a time. At the
end of each thought (usually about five seconds),
find someone else to address. Controlling your eyes
helps you avoid brain overload, a condition that
usually results in:
Losing your train o f thought,
Appearing nervous, and
Repeating yourself.
Brain-overload occurs because your brain receives
too much simultaneous stimulation (like looking at
five people, the room, and trying to come up with
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an intelligent thought within the same three- to
four-second period). Focusing your eyes on one
person at a time seems too simple to be the answer,
but it is. A side benefit is . . . this direct eye
contact works well in the more formal group setting
because it gives your words a personal touch.
Mastering this technique is imperative; it is the
foundation for group speaking. Even though it may
be uncomfortable at first, you'll get used to it within
a short period of time.
2) Be aware o f your posture.
Stand squarely facing the group . . . with your arms
relaxed at your side. This is called the neutral
position. It gives the appearance of confidence and
sincerity. However, if you’re like most people, the
neutral position will feel horribly awkward.
Most of us naturally do one of the following. We
put our hands:
In our pockets,
Behind our backs, or
In front o f us (the fig-leaf position).
Additionally, we often stand with one foot in front
of the other. This combination of hands and feet
looks bad. As a matter of fact, almost every posi
tion besides the neutral position, is displeasing to
the eye. If you don’t believe us, video-tape yourself
and witness the effect of these different stances on
camera.
3) Use gestures to give emphasis and avoid appearing stiff.
Gestures should be in line with the group size. As
an example, when you are conversing with one or
two people, gestures in front of you, at table top
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height are very appropriate. However, to a group of
7 or 8, these gestures need to be exaggerated to
have the same impact.
When you talk to a group, always gesture to the side
of your body. Gestures made in front are negatively
impacted by your audience's depth perception.
Also, don't abuse gestures by over using them. If
you do, people will get distracted and tired just
from watching you.
4) Project your voice.
Speaking with a strong voice has been rated in
communication studies, over and over again, as the
single most important ingredient to appearing
confident.
More obvious, you want to talk loudly enough for
people to hear what you’re saying. Generally, if
you project your voice at a level you think is appro
priate . . . it isn't. The right volume often is a notch
or two above your instincts. Many times, you will
feel as if you are screaming.
5) Clear your visual aids (i.e.,flip chart, slide, transparency,
marker-board).
When a visual aid is first shown, the reaction of
your audience will be to read it from top to bottom.
During this time, you have momentarily lost con
trol. In order to regain everyone's attention, men
tion each point shown on the visual aid with only a
brief comment (this technique is called clearing
your visual aid). This satisfies the curiosity of your
audience and allows them to refocus their attention
back to you. At this time, you can elaborate in
more detail about each point referenced on the
visual aid.
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6) Look, then turn and speak.
When
you
are
clearing your visual
aid, as discussed in
the previous para
graph, first, look and
point to the item.
Then, turn toward
your group . . . and
finally . . . speak.
This tip is to remind you to speak to your audience,
not to your visual aids. So, look at your chart, but
before you say a word, turn to your audience. By
doing this, you keep everyone involved, are easier
to hear and maintain better control of your group.
7) Silence is powerful.
What seems like an eternity in front of a group
really is only a few seconds . . . time hardly notice
able. If you are not sure of what to say next, look at
your notes, flip through some of your paperwork,
etc. But whatever you do, don’t stand in front of
your audience saying uh. . . a zillion times. It really
is hard to get rid of that ugly sounding noise alto
gether, but you sure can minimize its use.
The ideas above are only a few effective tips for public speaking.
Yet, if you practice them your speaking effectiveness will improve
dramatically. Even if you have mastered them, you're not out of
the woods yet How you handle questions is the next area that can
make or break your entire presentation. As you might expect
though, Communispond, Inc. has some suggestions to help sim
plify this process too.
8) Handling questions.
Effective question-and-answer sessions can be easily achieved by
focusing on the following rules:

Personal Sales Skills

141

never lose control o f your session,
always show absolute confidence, and
be courteous—even if someone in your audience is
out o f line.
Maintaining control of your audience is the key to a strong positive
finish. The following ideas should help.
After you finish your talk, make the statement, What are your
questions? and raise your hand. This subtly demonstrates the eti
quette expected for asking questions. And yes, this can be used
effectively in small groups as well.
If they don't respond, be prepared to ask a transitional question,
like, Raise your hand if you're ready to start using desk-top pub
lishing at work. Now you can call on someone and ask why they
do or don't see desk-top publishing in their near future. Whether
they raised their hands or not, they now are involved. And that's
the trick . . . because once involved, talking is the next, natural
step. This creates a whole new set of problems, however, which
leads us to our next topic: how do you deal with a barrage of
questioners without losing control?
If you are asked a question and don't know the answer—say so.
You always can tell the questioner that you'll find out and get back
to him or her later. On the positive side, saying that you don’t
know something then gives added credibility to the issues you do
cover.
If a question is asked that is outside the scope of your discussion
(too technical for the rest of the group) make the comment, I f you
don't mind, I would like to discuss that with you right after this
session.
Let's say someone speaks out of turn. How do you stop that? One
technique is to hold up one hand like you're stopping traffic and
point with the other (pointing refers to using a full hand, never just
a finger) to someone that has their hand raised. Follow this by
saying something like, Excuse me, the gentleman in the corner had
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his hand up first. This politely, but firmly, says that you are in
control and re-emphasizes the proper question-asking etiquette. If,
however, the top dog of your client's organization speaks out of
turn. . . w ell. . . that's a different story.
Here's a common mistake: don't recognize a questioner by name
unless you can do so with everyone in the group. Why? Because
the person whose name you call aloud feels special but those you
don't know feel left out. Alienating part of your audience is not an
effective communication technique. If you feel it is important to
call people by name, then use name tags or name cards so you can
treat everyone the same.
Let's assume a question has been asked that you plan to answer.
What's next? First, paraphrase it back to your audience. Here's an
example:
Questioner: Do you feel pre-printed newsletters are an
effective marketing tool?
Speaker: Are pre-printed newsletters an effective mar
keting tool? Well, we believe. . .
This technique buys you time to think and keeps everyone
involved. However, don’t start off with, That's a good question,
because that comment subtly categorizes every past question as
being a bad question. Also, you normally don't need to say, The
question is because a well-executed rephrase makes it clear to the
audience that you are repeating the question.
If the question is antagonistic, then paraphrase it to restate it more
positively. Then answer it. For instance:
Questioner: Our firm has been using pre-printed
newsletters for years and it works for us. I don't
think you know what you're talking about.
Speaker: Why are we so adamant about personalizing
your newsletters? Well, we believe . . .
This takes practice to do really well, but it is an exceptional tool
for controlling your audience. Note that you should never verbally
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attack a questioner, no matter how far he or she is out of line. You
don't want to become the bad guy. Using your power as the group
leader to embarrass someone is a good way to become the villain.
What do you do if one person is monopolizing the question-andanswer phase of your talk? That's easy. During the first part of the
answer, look at the questioner. Then give the remainder of the
answer while looking at someone else. This break in eye contact
from the original questioner allows you the chance to call on
someone new.
Finally, when you're about ready to wrap up, say We have time for
one more question. Take the question, answer i t . . . and quit.

Summary
The techniques discussed in this chapter form the basics of suc
cessful one-on-one and group selling. With a little practice, every
one can master them. In the field of consulting, your success
depends on your ability to communicate to both individuals and
groups. So a little work in this area should go a long way towards
developing your client base. . . and then keeping them satisfied.
In order to become more comfortable with selling, consider
examining the numerous books and courses available. However,
nothing is as effective as good old practice. One suggestion is
role-playing between you and a peer, one acting as client and the
other as consultant.
If these concepts already are familiar to you, then we hope the
material has served as a mini-refresher course on selling. How
ever, if this information is new, then you are not alone if you feel a
little overwhelmed by the complexity of what seems to be a simple
task. Regardless of your current level of expertise in this area,
improving these skills should be a part of your itinerary for the
'90s.

Consulting Services
That
Benefit All
Small Businesses

Chapter 9

Building
the
Foundation

O

ne question we are often asked is Are there some basic
consulting services that every CPA firm should
provide? Our answer is emphatically, Yes! All CPAs,
at a minimum, should provide services which help
their clients better position themselves for the future.
The foundation of these services is planning. Planning is the pro
cess by which you consider the past in order to predict the future.
While Chapter 10 discusses the formal planning process in detail,
it is essential that we constantly, informally plan with our clients.
For instance, tax planning should accompany every tax return
delivered, even if that consulting time only takes 10 to 15 minutes.
Chapter 13 discusses insurance. Is this chapter focused on selling
insurance? No! It is about being able to ask questions that explore
whether your clients have adequately planned for the protection of
their assets. Look at it this way:
I f we are to be effective in helping our clients
achieve success, isn't it logical that part of our
focus should be on protecting the assets we are
trying to help them accumulate?
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Chapters 11 and 12 highlight financing. Chapter 11 highlights
how to obtain funding while Chapter 12 is geared towards the spe
cial concerns of a start-up business. Financing services are as fun
damental to the planning process as insurance services. Why?
Because every business needs capital to facilitate continuity. If
internally generated funds and/or equity investments aren't suffi
cient, then outside financing is required. And contrary to popular
belief, long-term financing is not a last-minute alternative.
Obtaining funds from outside sources in today's environment is a
lengthy process. It is also viewed more conservatively and is often
more costly than we have historically grown to expect. Therefore,
in order for your clients' long-term financing requests to be
approved, their demand for future funds must be well thought-out
—and requested -- before any cash-flow crises occur.
The point is that all four of the service chapters covered in the
upcoming pages should be incorporated into any program which
plans for the future of your clients. So we term this group of
services
The global services.
Regardless of the industry or the type of business you are working
with, it’s important that the global services are part of your con
sulting offering.
Are there other services that should be offered too? Most likely
yes, but determining which other services involves many variables.
We have touched on most of them in previous chapters. But to re
highlight a few, they include whether your firm is adopting a
Fortress or an Empire approach, the diversity of your in-house
skills, the demands of your clients, and so on.
If you choose to create a list of additional consulting services . . .
that's great. A few of these services will likely be unique to your
client base, while others will hinge on the special skills of your
personnel. Remember, these additional services should augment
the global services, not replace them.

Building the Foundation

149

The Future Versus the Past
For a moment, let's discuss why the global services are so impor
tant. We believe that a primary justification for making the effort
to formalize and market consulting services is
To help create a distinction between future-focused
and historically centered client services.
Take a look at the time
line graphic. Many of
the traditional services
CPAs offer are exer
The Past
The Future
cises in summarizing,
Bookkeeping,
Consulting,
Tax Returns,
Forecasting, etc.
scrutinizing or itemiz
Audits, etc.
ing events from the
past. The objective of
T h e Present
this work is often to
create reports that por
tray the results of past events. However, these services, by
definition, do not attempt to take this information into the future.

T im e -L in e

Consider the service of bookkeeping, for example. The process of
bookkeeping generates an end-product called financial statements.
Financial statements are reports that allow your clients to review
the cumulative effect of past events. While these reports are nec
essary for many reasons in and of themselves, the real value to be
provided is the service of helping your clients interpret the infor
mation they have paid to receive.
This is the juncture at which we feel many professionals often drop
the ball. Frequently, CPAs are paid premium dollars to report on
the past, yet give little or no thought of bridging this information to
the future. So once our investigations are concluded and the
reports, if any, are prepared, the projects are considered complete.
The problem is, the real work is just about to begin. With infor
mation in hand, our clients will peruse available reports, docu
mentation and notes in an attempt to ascertain what actions would
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be beneficial to implement tomorrow. It is at these cross-roads
that we as CPAs can and should provide assistance. This assis
tance at bridging the past to the future is what consulting is all
about.
By the way, if a client can only pay us to either prepare historical
information or provide advisory services, we will position our
selves to be involved in the latter. We feel it is much more
important to our clients' success to focus our efforts on using
information, rather than on creating it.
Continuing with our bookkeeping scenario above, let's assume that
a client's sales and inventory have been steadily increasing.
However, the increase in inventory has been financed solely
through the exhaustion of vendor credit limits. This information
will definitely show up on the balance sheet. However, many
clients assume that if the bottom line of their profit and loss state
ment is within an acceptable range, then life will continue to be
fruitful. But it only takes being dunked one time in the apple-bar
rel to know that if the vendors restrict their credit lines, a down
ward spiral is probable.

which leads

When credit is restrict
Downward Spiral
ed, your client will have
Less Credit
a hard time replenishing
inventory. With less in
Less Inventory
ventory, sales will most
likely diminish. With
diminished sales, less
Less Sales
profit will result. With
less profit, more restric
tive credit limits will be
Less Profit
imposed.
And the
downward cycle con
tinues. The point is . . . your clients need to better understand the
future impact of the choices they make. Do we as CPAs have all
the answers? Not at all. But we can help. We can add value by
helping our clients interpret the barrage of messages they are being
sent via financial statements as well as through other media. Once
again, this interpretation is the service we call consulting.
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Knowing The Right Answers
We believe that consulting is the key to the future of our profes
sion. We need to provide more than products to our clients; we
need to help them find answers. CPAs avoid taking this role
because the outcome is unpredictable, therefore they can't control
the results. Yet when performing tax work or financial statement
preparation, we are guided by a series of rules. Every square peg
should have a corresponding square hole. While we have the
flexibility to interpret these rules, most of the time, we can predict
the risk associated with straying from them. However, when you
are helping your clients plan for the future, you are guessing on
two counts. They are;
a) Is the position being taken the best choice, and
b) Will the future evolve as anticipated.
The point is . . . most of the time, you won’t and can't know what
the right answers are when you are consulting. One of our defini
tions of consulting supports this theory. It is:
That decision-making part of any project, task or
junction that must be undertaken without sufficient
information to adequately predict a final outcome.

As A Last Note
Before you jump into the
global services chapters,
we need to mention our
philosophy regarding a
firm's organization of con
sulting services.
Con
sulting services should not
be confined to one depart
ment as shown in graphic
to the right
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Instead . . . consulting
should be thought of as a
component within every
department. Why? Be
cause almost all services
are likely to contain a
consulting phase.
For
bookkeeping, it is discuss
ing the financial state
ments with the client. For tax, it's tax, estate or financial planning.
For audit, it's reviewing the weak areas within the business.
Your clients need you to focus on their future. As CPAs, you are
uniquely qualified to do this. In order to help your clients grow
and prosper, the best place to start is for you to become involved in
or be the catalyst of their planning process. Since this is the basis
for the next four chapters, let's press on.

Chapter 10

Planning
the
Business
Strategy
f all the services a consultant can offer, helping

O

clients plan their business strategy should top the list.
Why? Because planning is an essential ingredient to
success. Theodore Roosevelt said it well when he comment
When you aim at nothing, you'll hit it every time. Therefore,
trick is to make sure that your clients are always aiming at
something.
Basically, the kind of companies we, as CPAs, tend to work for
already perform this function to some degree. The problem is that
for many, planning is not accomplished through a formalized pro
cedure. Therefore, the employees, including the management
team, are informed of the corporate direction only through casual
conversation or occasional comments. This lack of communica
tion is often the key difference between performing at a marginal
level versus becoming extremely successful. Think of it this way:
Picture 10 ants carrying a small twig, maneuvering
in a northerly direction. What happens if the first
eight ants push north, but the last two march west?
The answer. . . chaos. The ants moving west cause two problems.
First, they slow the progress of the overall group. Second, within a
short period of time, the entire group will be pushed off course.
It's called "going in circles".
Companies also suffer from this kind of confusion. It's easy for
several people or even entire departments to operate in a vacuum
when they are uninformed. This lack of knowledge and direction
153
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allows daily operational decisions to be made which are inconsis
tent with the goals of the leadership. These misguided decisions
might then have the same negative impact as did those two misdi
rected ants.
In order for an operation to run both efficiently and effectively, the
workers need to have a clear sense of direction or mission. The
theory is simple:
The more people working towards a common goal,
the greater the likelihood o f its achievement.
By formalizing the planning process, you better inform the people.
Since this process defines the corporate targets and identifies the
actions required to reach them, everyone has a better understand
ing of their roles. This understanding synchronizes individual
efforts, thus allowing the corporate mission to be more effectively
pursued.
We know that many of you feel like this planning stuff is way
overrated. How do we know this? Well, we have conducted sev
eral informal surveys during the various classes we teach. Our
findings conclude that only about one or two CPAs in ten take the
stance that formalized business planning is of significant benefit to
the client. We obviously side with the minority.
Our experience is that most small businesses fail due to the lack of
good basic business practices. Here's what we mean:
We've all heard that under-capitalization and poor
management are held responsible for many goingout-of-business sales. If this is true, then why are
so many companies under-capitalized? Couldn't
this problem really be a matter of over-spending?
So why does a company over-spend? Two answers
come to mind: lack o f a clear direction and unreal
istic expectations. Planning addresses both of these.
And what about poor management? Doesn't it
stand to reason that poor planning leads to poor
management?
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The point is that inadequate planning may be the cause of most
failures, whereas under-capitalization, poor management, etc. are
merely results of this neglect.
If our premise is accurate and the lack of planning is the root of
most problems, then making sure that our clients consistently
spend quality time planning may be the most important service we
have to offer. This includes both short-term and long-range plan
ning. Short-term planning is essential to today's survival. Longrange planning is critical to business continuation. Therefore, our
clients need to consistently consider both in their daily business
decisions. This leads us to our next topic: The planning cycle.

The Planning Cycle

Planning
Develop a Mission
Mission Completion

Establish Goals

Plan Accomplishment

Identify Plans

Objective Realization

Derive Objectives

Budget Achievement

Create Budgets
Formulate Incentives

Which in Turn Lead to

Allow the mission to drive the business
The first step in the planning cycle is for your client to re-visit the
intent of his or her company; in other words, develop a mission.
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Why does the company exist? What is its focus? Notice that these
questions are focused on the customer because the corporate mis
sion must be customer driven. The issues are not, Where am I?
and Where am I going? But rather, Who are my customers? and
Where are they going? The objective behind defining a mission is
to try to predict where the market will be in the future. By per
forming this exercise, you can help your clients devise a plan that
will allow them to deliver demanded products/services to this
future market.
Establish goals, objectives, tasks and budgets
Once the mission statement is complete, the emphasis shifts
towards the identification of the steps which will facilitate its
achievement. As highlighted by the last graphic, a traditional
approach is to first break the mission into goals. Then, plans are
created which accomplish those goals. If further breakdown is
required, plans can be divided into measurable objectives or tasks.
Once an idea becomes a measurable and delegable function, no
further breakdown is necessary. At this point, budgets should be
assigned. Finally, incentives should be established that reward
those who achieve or exceed expectation.
If you are a little hazy about the distinction between goals, plans
and objectives, you're not alone. Thinking of a speech outline may
help clarify this. Consider the overall message of the speech to be
the business mission. Envision the roman numerals as the goals,
the A,B,Cs as the plans and the 1,2,3s as the objectives. Remem
ber that all roman numerals don't have A,B,Cs and all A,B,Cs don't
have 1,2,3s. Just like an outline, some goals may be broken into
many plans, which are divided into various objectives, while other
goals require no additional definition at all. So keep breaking
them down until you have defined measurable, delegable tasks.
The next area to discuss is budgeting. Budgets merely should be
the numerical representation of the mission, goals, plans and
objectives. It's important to note that budgets must not become the
inspiration of these, but the tool to test the feasibility and probabil
ity of achieving them. Budgeting also serves as a vehicle to keep

Planning the Business Strategy

157

score. It allows your client a way to measure how closely expec
tation and reality parallel each other.
Finally, we need to derive incentives from the budget. Incentives
are an essential element to the planning process. Yet, establishing
them is the one step most often overlooked. Every business needs
to create a reward system that motivates its people to focus on the
corporate mission. Without incentives, there is no thread to
connect the beginning and the end of the planning process.
By implementing an incentive program, your clients begin to cre
ate an environment that holds people accountable. Accountability
leads to accomplishability. Creating a system where people are
held responsible for their work is such a simple principle, yet few
companies implement it. How do we know? Once again, through
our informal surveys of corporate controllers, one startling fact
was revealed: most businesses don't hold anyone accountable
for achieving their budgets, objectives, plans or goals. This
widespread lack of accountability only re-emphasizes that there is
a real need for incentive programs.
Now that we have summarized the planning cycle, it's time to con
sider planning as it relates to reality.

Planning Versus Reality
Planning is dynamic. To
day's plans affect tomor
row's reality; tomorrow's
reality influences tomor
row’s plans; tomorrow's
plans impact the future's
reality; and so on.
In a perfect world, plan
ning and reality pictorially
could be demonstrated as
two straight lines overlapping each other. In a controlled world,
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plans could remain constant because we eventually would finetune reality to match the plan. But in our world, which is more
often than not out o f control, both plans and reality are moving
targets. So our expectations need to be put into perspective:
Don't expect reality to emulate the plan. The best
we can hope for is that the two begin to parallel
each other at some point in the future.
The net of this is
Plans continually need to be monitored and
adjusted so that they are consistent with the
resources available. Operations need to be contin
ually monitored and adjusted so that the end prod
ucts approximate the plan.
If your client doesn't
continually monitor both
plans and reality, the
company is likely to zig
and zag too often. . . and
for too long. This, in
turn, stifles any signif
icant forward movement.
Scarce resources such as
personpower, money, and
skill often are wasted on
efforts that do not contribute to the long-term survival and
profitability of our clients. Here's one scenario that should have a
familiar ring:
One of our clients founded a women's career clothing store about
ten years ago. This operation catered to professional working
women. The concept had several advantages working in its favor.
Market demand was present. The business catered to a group, with
money, who wanted personal service. The product line was
narrow and deep. All of this added up to a situation that spelled
success.
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Was it Successful? Yes and No.
The answer? When the management team stayed true to the
original concept, which was depth in tailored career clothing, it
made money. However, all to often, in an attempt to take
advantage of short-term opportunities, critical resources were tied
up on fringe areas inconsistent with the store concept. This not
only impacted inventory turns and profitability, but most
importantly, it confused the customer. This confusion and
inconsistency caused the business to limp when it should have
sprinted.
So the question of success, in this case as with many others, boils
down to whether management can remain focused on its goals.
When this company veered too far off course, it took six to eight
months to reverse the momentum. Long recovery cycles like
these, in many circumstances, are too much for a struggling busi
ness to support. Mistakes are just too costly. Once again, that's
where we come in. By planning, and planning often, you can
help your clients avoid decisions that move the company in con
flicting directions. Thus, you can minimize the mistake/recovery
cycle or the zigzag effect, thereby making a significant contribution
to our clients* success.
So how do you do this? Involve your clients in both strategic and
tactical planning.

Strategic Planning Overview
Strategic planning consists of a long-term view of the corporate
objectives. The span of time covered will vary based on each
company's unique situation. A three- to five-year planning
window is common, but certainly not etched in stone. Two rules
of thumb that dictate the duration covered by the strategic plan are:
Twice the product development cycle
or
The half-life o f obsolescence.
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To put these in perspective, if it takes two years to develop a prod
uct, the strategic plan should cover at least four years: two years to
create it and two years to capture market share. Looking at this
from the other direction, if your client's product will most likely be
obsolete in six years, the strategic plan horizon should be about
three years. Why? Because the planning horizon has to be far
enough out to allow time to develop the product(s) or service(s)
that will properly position the company. This horizon also has to
be close enough so that market share isn't lost during the transition.
To summarize, strategic planning really is just the mental posi
tioning of a company at some specific point in the future. When
we help our clients formalize this mental position, they can begin
to build the bridge that will link today with the future.
Since strategic planning also is the focus of this chapter, we will
take a more in-depth look at the issues surrounding this service.
But before we do, let's review a couple of other issues.

Tactical Planning Overview
Tactical planning, the counterpart of strategic planning, is a look at
a company from a short-term perspective. This process often is
broken into two phases, mainly because each has a different
purpose.
In the first phase (the annual plan), management establishes targets
for the coming year. In other words, the intent is to create goals,
plans, objectives, budgets and incentives for the coming year.
These help to focus today's tasks, which-in turn-need to be con
sistent with the strategic plan.
The second phase of tactical planning, usually held around mid
year, is for management to monitor the progress toward achieving
these yearly objectives. Logically, shortfalls are identified and
adjustments are made. These might include alterations to:
the commission structure,
production schedules,
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budgets, and
personnel.
There's a third form of tactical planning that we should mention.
Unfortunately, it is the most often practiced. We call it Grab a
bucket matey . . . there's a hole in the boat. This is not the kind of
planning we encourage, but at least it's a step in the right direction.
If your client's boat is leaking, get involved quickly and help the
management team organize daily and weekly planning sessions.
Once the crisis is averted or at least diminished, you'll have space
to move the planning horizon back to its proper distance.
To summarize, tactical planning considers the ideas and direction
of the strategic plan along with the current situation and resources
of the company. This combination creates the task of balancing
today's requirements with tomorrow's opportunities.

Our Role In Planning
Since this book concentrates on small business consulting, this
chapter logically focuses on small business planning. Small busi
ness planning varies significantly from that done for larger opera
tions, the main difference being our role.
When working with large com
panies, the CPA might be the
planning moderator, advisor,
budget analyst, financial infor
mation preparer, plan writer,
"gofer”, etc. The good news is
that these larger operations can
afford to pay us to perform
whatever level of detail they
assign. Small businesses do
not have this luxury.
We're not saying the small business owner wouldn't like you to
take on these roles. We're saying that it is an option they just can't
afford. Your role in small business planning is to be the visionary;
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the one who tries to look beyond next week. You have to leave the
grunt work to the client
With small businesses, few plans are ever written. And if they are,
they are only two or three pages in length rather than two or three
inches in depth. If any information gathering or staff work is
desired, once again, the client needs to do it (with your guidance, if
necessary). This means you really have to work hard at controlling
your time. If you take on much more than the role of planning
moderator and visionary, you'll spend the client's entire planning
budget before the first meeting begins.
For that reason, this chapter does not spend time discussing how to
perform the detail work, like preparing budgets. Budgets, if they
are done at all, should be prepared by the client Since many of
our clients are likely to be confused by this process, you might
cover How to Budget during one of the planning workshops.
However, as far as priorities are concerned, if you have to cut back
on your time, we believe budgeting for the small business falls
way below planning. As the client grows and becomes more suc
cessful, the budgetary process will take on a more dominant role.
But for now, our emphasis should be to help them plan, plan
and plan.

Planning From the Marketing Perspective
Besides the fact that clients benefit from formalized planning,
there are also two selfish motivations for performing this function.
The first is . . . planning sessions allow the CPA to build a stronger
relationship with the client. This occurs because your involvement
now centers around their future, not just their past. Second, and
most selfish, i s . . . by participating in the client's planning process,
you become privy to the future objectives and resource require
ments. As an example, let's say the upcoming year demands the
following changes:
upgrading the computer hardware,
installing a special vehicle maintenance
application,
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creating a sales training program fo r the sales
staff,
reorganizing the engineering department, and
fine-tuning the employee benefits program.
Armed with this kind of information about the client's hot buttons
and priorities, you quickly can ascertain the areas in which your
firm can be of service. Therefore, planning can be a gold mine of
opportunities for your firm.

Managing the Planning Sessions
So, how hard is it to pull off this planning stuff? It's simple, you
do it every day. Typically, planning sessions will include both a
written and verbal format. Our function is to manage the conver
sation, ask simple questions and pay attention to the answers. For
example:
What do you envision your company doing three years from now?
or
What do you want to be when you grow up?
And just as we discussed in Chapter 6, your follow-up questions
can be based on the answers to the previous ones. For example:
Client: "We would like to be the largest answering ser
vice in town."
CPA: "What's another way to describe the word
largest?"
Client: "Biggest" (Since these sessions are often
relaxed and informal, bantering like this is com
mon. However, your own style and/or the specific
circumstances will dictate the appropriate level of
seriousness.)
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CPA: ’’Thank you for that insightful comment. OK, let
me ask the question differently. Describe largest
in a more measurable context. As an example,
number of customers, total revenue, services
offered, etc."
Client: "I think we would like to take care of the small
business owners. The people I am thinking about
generally have annual sales of less than two mil
lion. We would like for our firm to provide these
people with more than just telephone answering.
We want to be thought of as part of the business.
What do you think, Mike (his partner)?’’
Client: "I agree, but I also think we need to help these
businesses stay in close contact with their cus
tomers. I feel we need to be on the leading edge
of technology with pagers, and maybe even
expand into areas such as mobile phones and FAX
machines."
And the conversation goes on. During this phase, the objective is
to keep the key players talking about their visions.
As you can tell by the tone of the above exchange, good planning
sessions often are informal. They usually are held off-site to facil
itate a relaxed and uninterrupted environment Often called plan
ning retreats, the emphasis is on inviting or encouraging a creative
exchange of ideas. Be aware, however, that this loose, informal
atmosphere also can create problems. Many times, things are said
that normally would have been stifled. Therefore, this free
exchange of ideas can promote a discussion that reveals dramatic
differences of opinion. That’s okay; but as the planning leader,
you have the responsibility of keeping the discussion moving,
staying on track, provoking thought, and holding tempers in check.
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Planning Topics
Now that we have discussed the importance of planning and how it
should be organized, let's review some specific topics.
Remember, our focus is on planning for the small business not the
corporate giant. However, the basic principles apply to all busi
nesses. The most logical candidates for this service are businesses
with up to twenty million in sales. Why? Because these are the
companies that can afford outside counsel, and probably haven't
hired the expertise internally. The larger companies are candidates
too, but for different reasons. Even though they employ people
with the appropriate expertise to conduct these meetings, they
occasionally bring in outside consultants to get a fresh perspective
or to have someone help arbitrate the internal politics.
The purpose of planning is to facilitate the open discussion of a
company's present and future goals. But most important, we need
to help the client prioritize these goals and break them into mea
surable, monitorable tasks. The discussion agenda for these ses
sions should be tailored for each client's unique situation. How
ever, the basics, which are reviewed below, should be incorporated
into almost every format.
Note that your planning sessions should include all key personnel
within the company and someone to take notes. The meetings
should be conducted in an interruption-free setting with each ses
sion lasting at least two hours (longer if possible, especially if
more than one or two people are involved). This is because it
takes 30 to 45 minutes for everyone to relax and begin a meaning
ful dialogue. With this in mind, let's begin our basics review.

The Basics
To some, the topics we are about to explore appear too simplistic
to be of value. But after working with your client for just a short
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time, it will become apparent that the beginning is truly the right
place to start. By emphasizing the basics and keeping things
simple, you are laying the right foundation for an effective
planning forum. The topics include:
products and/or services,
customers,
competition,
management team,

marketing, and
financial.
Let’s take a closer look.

Products and/or Services

A s s e s s Y our R e so u r c e s

The first thing we like to
do is get an understanding
of what our client sells.
We ask all of those in
volved in the planning
session to write a narra
tive describing their pro
ducts and/or services.
Also we have them ad
dress issues like, Is the
product being offered:

at the right price,
at the right time,
o f the right quality,
in the right quantity,
in the right manner or fashion, and
at the right place?
This phase attempts to take a fresh look at what your client deliv
ers to the customer. This includes discussing issues like:
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channels o f distribution (for example, selling
products through mail order, distributors, direct
to the customer, etc.),
customer conveniences (for instance, free delivery,
free alterations, etc.),
proprietary positions (patents, copyrights and
trademarks), and
sensitive or critical product characteristics (being
made from special fire-resistant materials).
The planning participants should be reminded that their descrip
tions should be short and simple. This is not a writing class . . . it's
a planning exercise. When they discuss what makes their products
or services special, have them use the feature, benefit, result tech
nique wherever possible. Here’s an example of what we mean:
A computer's high-resolution graphics capability is
a feature. The benefit of having access to this fea
ture might be that technical information can be pre
sented in easy-to-understand graphs. These simple,
yet clear and concise, graphic presentations might
result in justifying the need for departmental budget
increases, promotions, bonuses and so on.
We cover this point early on because it is important for the plan
ning participants to think about what they sell in terms of Why
people buy. By emphasizing this, the discussion can more easily
shift to product results instead of product features.
Once everyone has had a chance to jot down some ideas, lead a
group discussion on this topic. Make sure you get input from
everyone, not just the boss. It's important to solicit different view
points. As a side note, that's why we have people commit ideas to
paper prior to any discussions. This way, all the planning partici
pants stay involved and active.
This kind of communication often opens the door for product
enhancements, new service announcements, updated marketing
plans, improved competitive strategies and more. Take note of any
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interesting ideas or concepts--you may want to bring them up later.
But for now, make sure you get a clear consensus as to what is
being sold. After this has been accomplished, it's time to move on
to the next topic. But before you do, collect all the idea notes.
They can be valuable reference material.

Customer Analysis
Since you now have a fresh perspective about the products/services
your client is offering, the next piece of the puzzle to solve is, Who
are their customers and what makes them tick? The following
questions should give you a starting point for this discussion:
Who are your customers or clients? Are they male,
female or both?
How much money do they make?
Are they associated; can they be categorized?
Within what age range do they fall?
Why do they buy (price, quality, service, convenience,
expertise)?
What triggers their buying decisions?
How do they buy (cash, charge, credit cards)?
Where do they live?
What do they do fo r a living?
When do they buy (seasonal, non-seasonal, trends,
time o f day)?
Once again, the first step is to convert thoughts to paper. . . at least
in outline form. One idea-generating technique that works well is
to have each participant write down one characteristic about their
customers on an index card. Then, have them exchange the cards
so that no one has their own. Next, each person should review the
card in front of them, and then think of another customer
characteristic. Once complete, pass the cards again. Repeat this
eight-to-ten times. The result is a thought-provoking session since
each person has the opportunity to contribute their unique ideas on
an equal basis; everyone stays involved.
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Another reason why ideas are always committed first to paper is to
promote independent thinking. If you skip the written step and
proceed directly to the discussion, it's easy for one or two people to
dominate the sessions. Domination by a few severely minimizes
the effectiveness of the planning process.
During the customer analysis phase, you also want your client to
consider other issues like:
The pros and cons of their physical location and facil
ities as they relate to the customer, and
The current trends and future outlook fo r the industry
in general.
You are not just looking for the facts on demographics. You also
want to hear what the company leaders feel at a gut level. There
fore, much of this discussion is guesswork. When the gut feelings
don't fall in line with the demographics, that's a signal to perform
some additional research (like telephone surveys, a mail-out ques
tionnaire, etc.). The bottom line is . . . knowing that the customer
is the foundation upon which successful businesses are built.
Here's another way to look at this:
Your client doesn't stand a chance of consistently
catering to or obtaining loyalty from someone with
whom he or she can't identify.
Note that having a better mouse trap is only one piece of the puz
zle. You also have to know who is having trouble with mice and
how to get in touch with them. Otherwise, your mouse trap
might as well be a paperweight
The overall concept to keep in mind is that your client's products
or services should be driven by current and anticipated market
demand. Only when your clients truly understand their customers
do they have a reasonable chance to successfully position the com
pany in both the present and the future.
Notice something neat? During this whole session, you're getting
paid while analyzing your own customer!
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Competition
Okay, now that we've pinned down our customer, we need to do
the same with our competition. An obvious question is, Wh at
companies do your clients consider to be their primary competi
tion? For each competitor:
Analyze their strengths and weaknesses, and
estimate their market share.
The trick here is getting your client to fairly evaluate the competi
tion. Our experience is that everyone likes to tune in on the one or
two areas in which they excel over the competition. However, all
businesses, even marginally successful ones, do some things right.
In order to gain an advantage in the marketplace, your clients not
only need to excel in their competition's weak areas, but also need
to be able to emulate their strong ones.
This phase of planning is an attempt to look at every aspect of the
business: from manufacturing to marketing, accounting to adver
tising, and so on. One technique to stimulate this session is to
compare the client's financial statements to industry averages and
their own past performance. This investigation often highlights
areas which are out-of-sync with the rest of the world. Areas to
analyze include revenues, gross margins, expenditures, pricing
strategies, organizational differences, etc. Ratios between similar
businesses are an excellent tool for financial comparison too. This
kind of information can be subscribed to, or found in your local
public and university libraries. Some publications to consider
include:
Robert Morris Associates' Annual Statement Studies
Dun's Business Month
The Almanac of Business and Industrial Financial
Ratios
Various publications of Moody's and Standard and
Poor's
Trade Journals that cater to your client’s line of
business
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Also, comparative information often is available from local, state
or national associations, chambers of commerce and the Small
Business Administration.

Determine the Best Route

Another issue to consider is the
possible emergence of new com
petitors into the market. If this
is highly plausible, then part of
your discussion should identify
how this might impact the
client’s operation. You do this
by highlighting areas in which
your client is vulnerable so that
plans can be put in place to
strengthen them.

The objective of this phase is to conclude with a strategy that not
only demonstrates how your clients intend to compete, but just as
important, how they plan to maintain and capture a greater market
share.
As with all of these phases, after each of the planning participants
has had a chance to write down their thoughts regarding various
posed questions, open the floor for discussion. Use a marker board
or a flip chart to record the different ideas. After the topic has
been thoroughly explored, prioritize the ideas and create a plan of
action.

Management Team
The next area to examine when
evaluating strengths and weak
nesses is the management
team. Why? Because manage
ment has as much to do with a
company’s success or failure as
does any other factor.
We usually begin this section
by creating a simple organi
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zation chart on the marker board or flip chart. This should show
all of the key positions, personnel involved and their titles. It’s a
who reports to whom exercise.
We take this step to verify that the organizational structure makes
sense, because sometimes, it doesn't. Here's a classic issue:
To whom should Management Information Systems
(MIS) report?
For years, the philosophy has been that MIS should be part of the
controller's responsibility. However, the current trend is for MIS
to report to a position above the controller. The following
describes why:
It was not uncommon to find a company that had
invested hundreds of thousands of dollars in
automation equipment. When the controller man
aged this function, accounting became the first pri
ority. However, accounting wasn't always the criti
cal problem. For example, a manufacturer has
extensive money and energy tied up on the plant
floor. Therefore, controlling inventory, work orders
and production schedules should probably be the
highest priority. However, these more complex
functions were usually placed on the back burner
until accounting was fully automated. This inap
propriate allocation of resources is the main reason
why, today, the MIS department often reports
directly to plant managers or CEOs.
So, the way in which a company is organized can be either the
cause or the solution to both current and future problems.
The next step is to identify the major functions of each position.
At this time, we have each person list and prioritize their top five
(or so) job responsibilities. If you have time, or if your client has a
large number of morale and communications problems, ask each
participant to repeat this procedure for his or her direct supervisor
as well. This allows everyone to see who feels responsible for
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what. Later, you can compare the outcome of this discussion
against any performance plans that might be in place. This could
reveal some inconsistencies between planned and actual job
content. It also verifies that the proper responsibility and authority
have been delegated for each position.
Many times, organizations are ineffective because they have cre
ated too many positions that have no real authority. By reviewing
the major functions of each position, these kinds of issues often
surface and can be resolved.
Breakdowns also occur because responsibilities are assigned when
they should have been delegated. Here's what we mean:
Task: Negotiate a settlement with Vendor A that al
lows the scheduled deliveries to continue.
Assignment: Offer Vendor A $10,000.
Delegation: Settle with Vendor A in such a manner
that they will continue with the scheduled deliv
eries. We would consider a payment of $10,000
to be favorable.
The difference is that the person performing an assigned task is
acting merely as a messenger. Any deviation from expectation has
to be reviewed and approved by someone else. With delegation, a
person has both the authority and responsibility to resolve the issue
as he or she sees fit When a task requires delegation, but is only
assigned, frustration is imminent. This is due to the fact that a
decision maker is required, when only a messenger is available.
Finally, summarize the strengths and weaknesses of the manage
ment team. This step is performed to identify ways in which the
company can capitalize on the skills of its people. Then, key in on
areas needing improvement. Since weaknesses can be strength
ened through various forms of training, shifting of job responsibil
ities, staffing changes, etc., an honest evaluation here can make a
tremendous impact on improving future performance.
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The bottom line is . . . by analyzing organization charts and inves
tigating job responsibilities, we can identify the reporting hierar
chy, clarify the segregation of duties, and verify who has both the
authority and responsibility for each major job function. Since
people make or break a business, the plan needs to consider their
roles and responsibilities.

Marketing
Developing the marketing strategy is the next area upon which to
focus. So far, we have been bouncing all around this subject
because we've honed in on our product, customer, competition and
management It's time to pull all of that information together in
order to help our client establish some sales goals and benchmarks.
Once these goals are established, the next step is to determine how
marketing will play a role in their attainment. This includes issues
like:
Who is going to perform the marketing?
How is their pay going to be determined?
What strategy is going to be used to attract new
customers?
The intent of this exercise is for you and your client to put together
a marketing approach that is consistent with the company's objec
tives and finances. However, the focus at this time is not on the
exact amount to spend, but rather on the strategy. There will be a
great deal of guesswork in this section and the strategy will change
as different issues arise. But remember, the key is to develop a
plan. And even a poor one is better than none at all. A plan can at
least be measured and, at worst, determined to be ineffective. Inef
fectiveness can lead to corrective action. Therefore, knowing what
doesn't work is as important as knowing what does. Without a
plan, your client won't know either.
Keep in mind that the easiest and most comfortable forms of mar
keting are the most expensive . . . like direct sales calls, telemar
keting, an advertising blitz, etc. To be successful, your clients
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need to get their hands dirty and take advantage of every appropri
ate inexpensive method of promoting the business. Even though
these are not as glamorous, they work (like word of mouth, net
working, direct mail, public speaking, seminars, newsletters and
news releases). By creating a skeleton marketing strategy, you
prepare your client for the next section: the company finances.

Financial Information
The last major standard section that needs to be covered during
planning is the financial side of the house. Up to now, the discus
sions haven’t had to deal with the constraints of reality. The
emphasis has been centered around brainstorming as much as factfinding. However, this phase changes all of that.
The focus shifts to viability. Goals center around questions like:
What kind of sales can we realistically project based
on backlog and past performance?
What are our fixed costs?
What are our variable costs?
At what levels o f sales and/or production do our fixed
costs increase?
What kind o f profit margin can we expect?
How fast are we growing?
How much additional capital do we need to borrow or
raise to support our growth/expansion?
What additional equipment do we need to acquire?
What level o f inventory do we need to support our
sales?
The first step is to take a look at the past. This means that finan
cial statements need to be prepared prior to this planning session.
It is helpful if graphs also are available to point out sales and cost
trends (preferably for the last three years).
Besides the financial statements, it is a good idea for the client to
prepare a projection that outlines both fixed and variable costs.
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Another area that is important is ratios. Ratios can tell you a great
many things. They point out current and potential problem areas
as well as identify your client's financial strengths.
Obviously, your planning sessions aren't going to produce a budget
out of thin air. However, the plan should be the inspiration of the
budget. By taking a hard look at the actual numbers and past
trends, you give each person or department a chance to create a
realistic target. This examination allows people to step outside
their specialized areas and see that the company has limitations
and must work within them. This also makes it clear that the
company has to meet certain objectives in order to fulfill specific
commitments. In other words, nothing comes free. And that
message alone can more than justify the time and expense incurred
with formalized planning.
As you can see, this section requires some advance preparation by
the client. Next, this information should be presented to the group
in some organized, fairly formal, fashion. After the presentation,
the information should be distributed, reviewed and discussed.
Finally, financial objectives should be defined so that each person
(department) can create realistic revenue and expense goals that
support the overall objectives.

Summary
Every planning session is
unique because each cli
ent's needs are different.
However, as we men
tioned at the beginning of
this chapter, the funda
mentals for planning are
consistent for all sizes of
businesses.
Note that
with small businesses, the
conclusion is different.
You need to have a to-do list mentality. So end every planning
session by summarizing the critical tasks and prioritizing them.

To-Do List Planning
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Finally, make sure they are properly delegated. Also, a written
follow-up of this summary should be prepared by the note-taker
and distributed to each planning participant.
As you can see, planning can be pretty straight forward and easy.
The first time you conduct one of these sessions, however, you'll
most likely be nervous. But once you get rolling, you'll have a
great time. Since most people don't plan regularly, if at all, the fact
that you will be leading these discussions in an organized manner
will not only be beneficial, but impressive to the participants.
A word of caution: Don’t expect your client to act as the catalyst of
these sessions. That's your job. Small business owners usually are
so focused on the trees . . . they can’t see the forest. Therefore, we
need to provide them with a forest perspective on a regular basis.
By doing this, we can help them determine who they a re . . . where
they are. . . and where they are going.

Chapter 11

The
Lending
Business
Has Changed
hWy is it that those who need money can’t borrow
any? And those who don't need money, well, they
seem to be able to borrow all they want. This
phenomenon occurs because financial institutions
are in the business of lending money . . . not making equity
investments. The answer as to why someone's loan request is
approved or denied lies in Webster’s definition of the word loan:
Money lent at interest for the borrower's temporary use.
Throughout the nation, financial conditions got out of hand over
the last part of this definition: for the borrower's temporary use.
From the borrower’s perspective, using recent history as the
benchmark, the definition of the word loan has been:
Money lent at interest fo r the borrower's temporary
use, unless circumstances beyond the borrower's
control alter the borrower's plans. I f this occurs
and the borrower has to endure hardship, agony,
frustration, embarrassment and/or stress, then the
lender should be penalized as well for approving
such a loan in the first place.
If you feel this stance is too harsh, the following statistic published
by Sheshunoff Information Services, Inc. (a financial information
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publishing and consulting firm in Austin, Texas) should be all the
proof you need:
During 1989, the combination o f bank failures and
federally assisted mergers reached 205 in the
United States, 135 of which were in the state of
Texas alone.
When you consider these statistics,
it becomes evident that many
borrowers and lenders got in over
their heads. It's no wonder that
changes have occurred within the
financial community. However,
don't get discouraged . . . there is
still plenty of money out there for
the small business. Our clients
just have to be prepared to jump
through a few additional hoops.

How Much Should Be Borrowed?
So, where is the right place to start? Our preference is to discuss
the client's potential money sources. We do this because many
people believe that the bank is the first alternative for funding. It
isn't. The first source of either initial or growth funding should be
an equity infusion from the owner(s). The second source is the
cash flow from operations. The third and last source ought to be
outside financing.
The concept that the last source for money is outside financing is
foreign to many clients. They have heard for years that:
It is always better to use someone else's money.

However, and once again, financial institutions are not risk takers
or equity lenders. And no, it's not enough that a client is willing
to risk everything he or she has, especially when everything
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amounts to hardly anything. So, back to the question, How much
should be borrowed? A good rule of thumb is:
One-third of the capital should be supplied by the
owners/investors.
One-third should be generated internally from the
cash-flow of the business.
One-third should come from outside sources-like a
bank.

What If These Funding Sources Are Out-of-Balance?
When a client's financial position is way out of line with the
guidelines we've just mentioned, the first assignment is to identify
solutions that will bring it back within an acceptable range. Alter
natives might include asking the client to:
minimize his or her personal withdrawals for
some specific period o f time,
trim some o f the overhead,
restructure the operation,
sell investment assets,
change salary arrangements,
enhance the marketing campaign,
sub-contract some o f the work in order to mini
mize personnel costs,
contribute additional cash to the business, and/or
consider adding an investor, etc.
The point being . . . just because someone wants to borrow money
doesn't mean the first order of business is to help create a loan
package. Instead, we need to size up their situation and offer
appropriate guidance. Then, once the business can be presented in
a good light, that's the time to start moving forward with the loan
request.
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Occasionally, you don't have this
kind of time. The client is in
desperate need of money and has a
great imbalance between debt and
equity. In these cases, your only
short-term alternative may be to
assist in the preparation of a loan
request (on retainer of course).
But before you start work, make
sure your client understands that
the odds of his or her loan being
approved are slim. Lending institutions normally shy away from
making desperation loans. However, if the industry has a bright
outlook and your client presents a frank and honest loan package, a
banker just might be interested. Stranger things have happened.

The Loan Request
Once the ratio between invested, earned and to-be-borrowed
funds are within a reasonable range, the next step is to help your
client put together a loan request--one that will sell itself. The best
way to accomplish this is to present your client's information in a
way that addresses the loan criteria from the lender's perspective.
A couple of issues come to mind at this point. The first is . . . Who
is going to prepare the loan request? Second . . . Who is going to
receive it? Let's start by addressing who will prepare the loan
package. You guessed i t . We feel the best way to help small
businesses with financing is for the CPA to organize the work,
then delegate it (at least we're consistent). If you focus your
energy on orchestrating rather than doing, you can minimize your
time, which saves your client money, while maximizing results.
Now to discuss who will receive the loan request.
This issue is important because it defines the best proposal strat
egy. This is determined by whether your lender is more interested
in cash-throw-off or asset-based lending. Here's some back
ground on these two alternatives.
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Cash-Throw-Off-Based Lending
Cash-throw-off is an identical term to cash flow (net profits plus
non-cash expenses). These loans focus on the business as a going
concern. So, the questions your client needs to satisfy under this
scenario are:
Is the business profitable enough today to easily
support both the repayment o f the requested loan
and its anticipated monthly operational costs?
along with
What is the likelihood o f the business continuing
down this same path of profitability?
Cash-throw-off loan decisions are made with emphasis on the
business's profitability and available cash. As you would expect,
historical information has more leverage convincing bankers of
your client's profitability than do projections. On the other hand,
the loan is being made on the business's ability to duplicate or
outperform the past. So projections based on historical, provable
performance are essential.

Asset-Based Lending
Asset-based loans have a different focus. They center on the
availability of easily-converted-to-cash assets. Therefore, your
client's efforts need to concentrate on proving that the:
Receivables are collectable and represented by stable
customers;
Inventory is o f high quality (minimal obsolescent
goods);
Equipment is valuable, etc.
For instance, a simplified asset-based lending arrangement might
be:
The lending limit on the line of credit for Company
X is calculated in the following manner:

184

Small Business Consulting

80 percent of the outstanding current accounts receiv
able balance (excluding amounts greater than 90
days old)
plus
50 percent of the on-hand inventory cost (based on
FIFO)
plus
25 percent of the net book value of equipment and fur
niture (with consideration given to appreciated
items, if any).
Asset-based loans, because they center around convertible-to-cash
assets, normally carry stipulations. Considering the example
above, the requirements might be:
The line-of-credit limit is to be calculated monthly
using the company's financial statements. Both
accounts receivable and inventory balances are to
be supported with detailed listings and invoices.
Each month, if Company X has an outstanding loan
balance that exceeds the amount calculated using
the above formula, then the balance must be
reduced within 10 days to conform with the new
limits.
Additionally, the company must maintain a debt-toequity ratio of not more than one-to-one.

What’s the Bank's Point of View?
The reality is, asset-based lending relies upon the liquidation
value of the collateral to repay the loan. Whereas cash-throw-offbased lending relies on future profitability. In the early '80s, many
banks tied up a high percentage of their loan portfolio making
asset-based (capital) loans. This emphasis proved to have some
shortcomings. Here's one reason:
Asset-based loans are predicated on the value of
the asset, not its ability to generate cash flow. Take
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real estate loans, for example. When our real estate
markets took the big plunge several years ago,
many loans went into default Since a high percent
age of these properties couldn't be liquidated for
enough money to cover the outstanding notes,
deficits occurred, and many of these deficits were
never repaid.
Another problem is that asset-based loans require continual
banker involvement. Even when properly monitored, these kind of
loans carry a great deal of exposure. Consider this:
Months after the end of the year, the bank gets its
first audited financial statement for Company X.
Several of the assets were overstated on the interim
statements. So instead of the line-of-credit ceiling
being $200,000, it was really only $150,000. The
problem . . . Company X cannot make the $50,000
principal payment called for in the loan agreement.
In this scenario, everyone would be in a panic, scrambling to find
some band-aid resolution to the crisis. This problem occurred due
to bad information. But bad information, unfortunately, is com
mon. For reasons like these, today, banks have shifted a great deal
of their resources to cash-throw-off arrangements.
So, the odds are high that your clients will be dealing with a finan
cial institution that prefers cash-throw-off loans. Therefore, their
efforts need to center around proving the viability of the company
and the achievability of the projections. This is best demonstrated
when the projected numbers trace easily to the historical data.
From the bank's point of view, cash-throw-off loans are first
evaluated as to the probability that the projections will come to
fruition. Next, banks look for a secondary source for repayment; if
the business fails, what other resources (besides cash flow) are
available to meet the debt obligations? Normally, personal guar
antees and uniform commercial code (UCC) filings help resolve
this issue.

186

Small Business Consulting

To complicate lending, many of today's cash-throw-off lenders
also include some asset-based conditions as part of the arrange
ment. This is done to act as double protection for the bank.
To summarize, regardless of the lending preference of the bank, a
good loan proposal should address:
Repayment under optimum conditions, and
Alternative plans should the projections fall short of
the mark.

Addressing the Bank's Loan Criteria
Once you have determined the best presentation strategy, the next
step is to identify the bank's loan guidelines. In a recent conversa
tion with executives from Texas Commerce Bank - Austin (with
assets of approximately a billion dollars, the third largest bank in
the Texas Commerce Bank Shares Holding Company), the Five Cs
were specified as their basic loan criteria. These are:
capacity,
collateral,
credit,
character, and
conditions.
Capacity represents the customer's ability to repay the loan. This
is determined by taking a look at the business's cash flow, or cashthrow-off. Capacity needs to be demonstrated on both a historical
(financial statements, tax returns, etc.) and prospective
(projections) basis. There are other areas that influence capacity as
well, like the present economy, industry reputation and anticipated
industry growth. These factors help give credence or add skepti
cism to the viability of the projections.
Collateral is a familiar term. As defined by Webster's, it is prop
erty pledged by a borrower to protect the interests o f the lender.
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This covers the gamut, from business operational assets (i.e.,
accounts receivable, inventory, equipment) to certificates of
deposit (CDs) as security against borrowed money.
Credit answers the question, Does and will the customer pay his or
her bills on a timely basis? Lenders will normally investigate both
the company's and the owner's record in this area. Both need to be
spotless. If there are blemishes, however, your client can lessen
their impact by forewarning the loan officer and giving him or her
a logical, defendable explanation up front. No one likes to be sur
prised with this kind of information.
Character is probably the most subjective ingredient in the for
mula (even though each criterion has some room for subjectivity).
This encompasses the banker's perceptions and analysis of the
borrower's:
reputation and integrity,
background and experience,
financial sophistication, and
involvement and persistence.
Here's one formula you can count on: I f a banker believes in his or
her customer, loans will be made even on marginal deals.
Conditions refer to the loan terms, which include points such as:
amount of the loan,
amortization o f the loan,
renewal date,
interest rate (if floating, based on what and
adjusted when), and
factors that control the loan limits (i.e., up to
80 percent o f current monthly accounts receiv
able balance, etc.).
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It wasn’t long ago when
banking was done using a
simpler system (the good
old boy network). This was
when loans were made
because of who you knew.
Few bankers will admit that
they participated in this type
of lending. However, make
no mistake about it, a great
deal of money changed
hands this way. At least
everyone does seem to agree that those days of banking are gone
forever.
The Five Cs are the result of a kind of re-emphasis; it's a back to
the basics movement within the financial community. Whether it's
the Five Cs, the Three As, or some other system, it's apparent that
banking has returned to a more formal arm's-length environment.
Therefore, showing promise in just some of the loan criteria is not
enough anymore; your client's loan presentation needs to address
all of these areas if the mission is loan approval.

Supporting Documentation
The next issue is the preparation of the documentation which sup
ports the Five Cs and the loan presentation. A good beginning
point is helping your client prepare the business plan we discussed
in Chapter 10. This paperwork lets the banker know that your
client has a defined direction; adding credibility to the idea that the
borrowed money will be repaid.
After your client builds an emotional case (the business plan) as to
why he or she will succeed, a logical one needs to be established.
First, describe how the loan proceeds will be spent The more
physical re-sellable assets your client is acquiring, the more com
fortable bankers feel. These assets have at worst a liquidation
value. This value limits the down-side o f the deal.
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To shift the focus from
liquidation value to that of
going-concern opportun
ities, demonstrate how the
money borrowed will be
paid back. This can be
done through the use of
current financial statements
and projections. If your
client is just starting the
business, then pro forma
financial statements are
required. If your client’s operation is established, then two to three
year's history, supported by tax returns, is essential. Regarding the
forecasts, three years is normal. It also is helpful to create a break
even and a worst-case scenario. The credibility of your client's
numbers can be enhanced with additional support information, like
a backlog of sales, signed contracts, industry information and/or
market research.
Another fundamental requirement is an asset list that itemizes all
of the major equipment, machinery, furniture, etc. So, have your
client identify the cost and replacement value for each item. If
your client plans to lease property, include lease agreements for
the lender’s review. Also, attach any bids from contractors if prop
erty or equipment is to be constructed.
Company paperwork is the next area to consider. Corporations
should submit a copy of the charter and a corporate resolution
authorizing the loan. Partnerships should include all partnership
agreements. Regardless of your client's business organization
(sole proprietorship, partnership or corporation), he or she ought to
submit a copy of their Assumed Name Certificate(s).
If your client's collateral includes real estate, a copy of the deed or
deed of trust is required.
Environmental issues also are gaining visibility. Many financial
institutions will expect your client to address the disposal of envi
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ronmentally sensitive products or waste, if applicable. This espe
cially is true when real estate is involved. If your client defaults
and the lender takes over the property, then the lender may not
only become responsible for its clean-up, but possibly liable for
damages associated with contamination.
Some other relevant items include:
personal financial statements o f the owners,
list o f suppliers,
list o f major customers,
appraisals,
photographs (major equipment, product, site
location, etc.),
legal documents or other material relevant to the
plan,
blueprints,
references, and
letters o f intent.
The message here is . . . the less stuff the lender has to request, the
more character (Five Cs) your client is bestowed.
After this support paperwork has been assembled, it's time to tie it
all together with a cover letter. This letter should be a synopsis of
the loan request and basically it should . . . propose the deal.
Here's an example:
Dear Banker.
Thank you for taking the time to look over my proposal.
I have prepared the attached information, which should
not only support my loan request, but help reintroduce
my firm to you.
As you know, my company has done business in our city
for more than 10 years. We have borrowed, literally,
hundreds of thousands of dollars. Each time, all the
monies have been paid back in full.
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During the past two years, I have attempted to run my
operation with no outside financing. This has created a
few cash flow problems. And the unfavorable change in
the economy hasn't helped matters. Not only did our
growth rate slow down during this period, but our fixed
costs increased as well. For these reasons, I requested
assistance from the accounting and management con
sulting firm of Winters, Winters and Reeb about six
months ago. Together, we have made a great deal of
progress reorganizing and managing my company's
expenditures. Now it's time to work on restructuring the
company debt. That's why I have come to you. Here's
some background:
At this time, my liabilities are:
Outstanding notes of approximately $100,000, and
Business payables of around $90,000
Total indebtedness: $190,000
My major assets include:
A company CD of $50,000
Book value of equipment at $25,000
Inventory at cost of $120,000 and
More than $45,000 of current (under 30 days)
receivables
Total major assets: $240,000
I am requesting that $75,000 of my payables and all of
my outstanding bank notes be paid off. This totals a
cash requirement of $175,000. Of the cash required,
$50,000 will come from my CD (which matures in 30
days). I would like the remaining $125,000 structured in
the following manner:
A note for $50,000, at 12 percent for 60
months ($1,100 per month), and
A line of credit for $75,000.
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The $50,000 note will be paid by cash from operations
(please note the projections in exhibits C, D, and E). As
you can see, my $4,500 average monthly net profit
should more than accommodate the $1,100 monthly
payment.
Regarding the line of credit, I expect to be able to lower
the outstanding balance by $40,000 within 60 days. I
will accomplish this by reducing my on-hand inventory
from $120,000 to $80,000. This change is normal. I
increase my inventory by about 50 percent right before
my peak season. As soon as it is over, which will be
soon, I let it return to its normal $80,000 level.
After I make this $40,000 payment against my line of
credit, I would like to establish a new floating ceiling at
50 percent of my inventory value at cost.
I offer my receivables, equipment and inventory as col
lateral to secure my $125,000 loan request. Conserva
tively, this reflects a fire-sale value of about 80 cents on
the dollar.
However, liquidation value shouldn't be the focus
because we are definitely a going concern. I have
included the following to substantiate this claim:
Firm introduction, business plan and 19XX marketing
strategy,
Projectionsfor 19X1, X2 & X3,
Why I am a good investment (the Five Cs),
An analysis of myfinancial condition (ratio analysis),
Accounts receivable list,
Accounts payable list,
Equipment list,
Personalfinancial statement,
Personal cashflow statement,
Last quarter'sfinancial statement, and
Personal tax returnsfor the last two years.
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In conclusion, my business is strong. Even though our
financial picture is down from three years ago, it has
been steadily improving for the past 20 months. Addi
tionally, you'll find our current credit record to be spot
less. However, there are a few blemishes that occurred
about two years ago. We experienced several costly
surprises, which we quickly got under control.
I hope this information is helpful. If you have any ques
tions, please call me at 555/555-5555. I look forward to
working with you. Thanks again for your time.
Sincerely,
John Doe
John Doe Company
By putting all of this information together, your client will create a
picture of the business and its needs. The clearer it is that a wellthought-out plan for success is in place, the more inclined a lender
will be to approve the loan.

Analytical Support
Another support docu
ment, mentioned in the
previous cover letter, is
an analysis of the fi
nancial condition of the
business. This is not
only impressive, but
exceptionally helpful.
By utilizing ratios, a
business’s strengths and
weaknesses can easily be pointed out The impact of a weak ratio
can then be minimized by discussing your client's proposed plan to
correct it. As additional support, use industry averages as a
comparison.
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One of the most commonly used industry ratio guides is produced
by Robert Morris and Associates. You should be able to find a
current edition in most public and almost all college libraries.
Financial institutions use publications like these as the starting
points for their analysis. Another checkpoint lenders use is the
performance of their other customers within the same industry (this
can work for or against your client).
Since it is obvious that ratios are important, the next question is,
What ratios should be considered? According to a 1981 survey by
Dr. Charles Gibson of Stanford University, some common ratios of
interest to large bank loan officers are:
Debt Ratios:
Total Debt / Total Net Worth
Total Debt / Total Assets
Liquidity Ratio:
Current Assets / Current Liabilities
(commonly called Current Ratio)
Debt Coverage Ratios:
Cash Flow / Current Maturities of Long-term Debt
Earnings before interest and taxes / Interest
(commonly called Times Interest Earned)
Earnings before interest and taxes / Interest + lease
payments + preferred stock dividends
(commonly called Fixed Charge Coverage)
Profit Ratio:
After Tax Net Profit / Sales
(commonly called Profit Margin)
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Quality Ratios:
Net Sales / Inventory or
Cost of Goods Sold / Inventory
(commonly called Inventory Turnover)
Accounts Receivable / Credit Sales Per Day
(commonly called Collection Period)
Trade Payables / Cost of Goods Sold Per Day
(commonly called Actual Payable Days)
Based on this survey, it shouldn't surprise you that many of today's
loan agreements set restrictions based on these same ratios. As an
example, it is common to see loans restricted by the debt-to-equity
ratio. Also, the quality ratio regarding trade payables above is a
recent addition to banking analysis.
The moral to our story is . . . ratios are
one of the tools lenders most often use
to quantify and qualify the success of a
business. By performing these cal
culations yourself, you can identify the
obstacles and hurdles your client must
overcome, not to mention the oppor
tunity to sell around them. By taking
this analytical approach to the loan,
your client will receive a giant check
mark in the character (one of the Five
Cs) column. And this small difference
could easily be the deal maker or deal breaker.

The Commitment Letter
Once the loan request is approved, most likely the banker will gen
erate a commitment letter. This document was designed to do
away with the proverbial handshake arrangement that has plagued
the financial community. Its purpose is to clearly enumerate any
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and all agreements/understandings between a loan officer and the
customer (similar to our own engagement letter).
This type of procedure was initiated to minimize the impact of the
musical chairs game played within the financial industry. Because
loan officers continually move from one financial institution to
another, many customers found themselves with undocumented
loan arrangements. Some customers were hurt by this. And as
you would expect, others were able to use this confusion to tem
porarily obtain special consideration. The commitment letter,
written up front before any money changes hands, significantly
reduces the likelihood of this abuse recurring.
Note that commitment letters and letter/loan agreements help pre
vent and protect both the borrower and lender from misunder
standings. They also eliminate the use of verbal side agreements.
Lenders have become very sensitive to full written disclosure of
the borrowing terms in light of the prolific growth of lender lia
bility lawsuits during the past few years.

Loan Summary
Look over your client’s loan request to verify that it is presented to
meet the overall objectives of the financial institution. For exam
ple, for the Texas Commerce Bank, this is:
Asset quality,
Asset growth, and
Asset profitability.
Asset quality is obtained by making loans that are paid as sched
uled. The Five Cs are an example of a formula to monitor this.
Asset growth is the growth of both deposits and good loans. The
way a bank accomplishes this is by working with prosperous cus
tomers with ever-increasing monetary needs. Asset profitability
comes down to making loans at fair rates with minimal loan write
offs.
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The bottom line is . . . when you work with your clients on a loan
request, help them present a case that demonstrates:
Why their loan is o f the quality for which the bank is
looking,
That their company has excellent potential for growth,
and
That the relationship will be profitable for everyone
involved.

Other Banking Issues
So where are we? Thus far, our client has put together a loan
package that is geared to the lender's point-of-view. What's next?
Well, there are several other issues that need to be covered before
we're ready to meet with a banker.

Commercial Versus Small Business Administration
Loans
There are generally two types of business loans: Commercial and
Small Business Administration (SBA) loans.
A commercial loan just means that the lender is willing to loan
money to a business through normal and customary procedures.
There are only two players involved in this transaction: the lender
and the borrower.
An SBA loan is a little different and comes in two flavors; Direct
and Guaranty.
Direct SBA loans are one alternative. However, few direct loans
are made anymore (except some monies are usually available fo r
the permanently handicapped, Vietnam-era veterans and disabled
veterans). This type of loan is made directly from the government
to the individual on favorable terms at a good interest rate. There
is not much money available, but if your client qualifies, it's a great
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avenue to explore. Before applying for this type of loan, the appli
cant must be turned down for an SBA guaranty loan. If the city in
which the loan is requested has a population of less than 200,000,
then the applicant only has to be turned down once to qualify. If
the population is greater than 200,000, the applicant has to be
turned down at least twice to qualify.
So what's an SBA guaranty loan? Well, it's the second SBA
alternative. These loans are made by private lenders, usually
banks, and are guaranteed by the SBA for up to ninety percent of
the outstanding note amount. Here, three players are involved.
These loans are administered and collected by the lender. Only if
the note is deemed uncollectible does the government get involved
again. Then, they have to come to the table and foot the guaran
teed portion of the deficit.
With this introduction, let's look at some of the differences
between the two most common alternatives: commercial and SBA
guaranty loans.
Ease of Approval
SBA guaranty loans have to fall within both the bank's and the
SBA's lending guidelines. Even though an SBA loan limits the
bank's exposure, if a loan clearly cannot be repaid, then no one will
be interested in it.
However, our experience is that SBA guaranty loans are slightly
easier for the small business to obtain. Don't be misled, the loan
criteria do not change. It's just that the bank's perspective is a little
more favorable. Consider a $100,000, 90 percent guaranty loan.
To the bank, they are risking a maximum of $10,000 (the 10 per
cent that is not guaranteed) to the SBA's $90,000. The up-side is
that the $100,000 note with interest will be paid in full. The down
side is a bad-debt expense of somewhere between $0 and $10,000.
Throwing away $10,000 is not prudent; the loan package will be
scrutinized. But our rule of thumb is . . . a normal borderline
commercial loan (meaning the bank would seriously consider
approving the loan without the SBA’s involvement) is an easy sell
as an SBA guaranty loan.
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Payment Terms
This also is a plus in the SBA's column. These loans establish a
fixed payment. Therefore, even though a customer's interest rate
will fluctuate, the monthly payment doesn't. This allows for better
cash flow planning.
Repayment Period
Another advantage of guaranty loans is that they usually allow for
a longer pay-back period than their commercial counterpart. Your
client often can get repayment terms of five to seven years for
working capital, and up to 25 years for the purchase or renovation
of real estate. Commercial loans normally require a more acceler
ated repayment period.
Effort to Maintain
While it usually is much quicker to negotiate a commercial loan in
the beginning, within a short period of time, this advantage is over
shadowed by the fixed payment and long-repayment period avail
able through the SBA.
Commercial loans, while their amortization schedule may be
equally as long (although they are usually less), the maturity of
these notes is normally three months to a year.
Once a note matures, it must then be renewed or renegotiated.
Because this is a continual ritual with commercial loans, your
client's daily and monthly time requirement with his or her banker
is high. Even though these notes typically are renewed, most often
a great deal of information must be supplied. Therefore, guaranty
loans require much less effort to maintain over the long term.
Interest Rates
A down-side for guaranty loans is their interest rate. Loans with
maturities of seven years or more, generally have a ceiling of 2.75
percent over the New York prime rate. Those under seven years
cannot exceed 2.25 percent over New York Prime. Even though
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banks can lend below these rates, they often don't. On the other
hand, commercial loan interest rates can be, and often are, lower
than guaranty loans, depending on your client's experience with
the bank, stability of the business, etc.
Collateral
Another point in favor of SBA loans is collateral. Here's why.
Let's say that you own a rental house that recently
has been appraised for $20,000 more than you owe.
In determining how much collateral you have, a
bank will discount that $20,000 in equity to $5,000
or $10,000 at best (if they will take it as collateral at
all). Why? They are being very conservative and
are considering a quick sale, sales costs, etc. Con
versely, the SBA will most likely consider your
equity in this same situation to be worth $15,000 or
more.
Our experience is . . . when the SBA values collateral, they typi
cally allow many more cents on the dollar than will a bank. This
becomes an important factor because a bank’s more conservative
posture on valuation affects the formulas which determine the
amount of money your client is qualified to borrow.
Paperwork
SBA loans involve more paperwork than do commercial loans.
Besides the loan documentation we already have discussed, the
SBA requires that this same information be put on various SBA
forms. This not only takes more time, but also involves additional
costs. Some CPAs prepare this paperwork, but most of the time
loan packagers do it. Loan packagers evolved because the lenders
didn't want to prepare the necessary forms. So, services that
convert commercial loan requests into SBA loan requests are
starting to pop out of the woodwork.
The price for this service normally ranges from $500 to $1,500, but
most fall around the $1,000 mark. Why? Perhaps it's because the
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SBA guidelines dictate that loan preparation fees of $1,000 and
less can be for services rendered. Fees above that amount have to
be well documented in order to be paid from the loan proceeds.
Approval Time Frame
Guaranty loans, in most circumstances, mean that more time will
pass before any money changes hands. Since both the lender and
the SBA have to approve the loan request, logically this would
take twice as long to process. Our experience is that it takes three
to four weeks after the paperwork is complete to get final approval
and funding. The SBA commits to a 10-working-day turnaround,
but if any part of the application is incomplete or incorrect, addi
tional time is required.
There is an alternative to accelerate this process. Find out which
banks are SBA certified and/or preferred lenders. These lenders
are delegated partial or full authority to approve loans, which
results in faster service. The SBA gives certified lenders a threeday turnaround on their applications. Preferred lenders may
decide unilaterally (without conferring with the SBA) to guarantee
an application. However, this use of authority also may cause
them to receive a lower guaranty percentage.
Fees
A significant gotcha regarding SBA loans is the origination fee. It
amounts to 2 percent of the guaranteed portion of the debt. So if
your client requests a $200,000 loan and the SBA guarantees it at
85 percent, then the origination fee comes to $3,400 ($200,000 X
85 percent X 2 percent).
Image
SBA borrowings have been known to throw up a few road blocks
when attempting to obtain nonguaranteed credit with large banks
and/or factors (factors carry the receivables of manufacturers and
flourish in the garment industry). So if your client has to apply for
credit from these institutions, he or she may run across a negative
(unfortunately uneducated) attitude toward SBA loans.
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Flexibility
Finally, your client has less flexibility in spending the initial pro
ceeds under an SBA loan agreement. If your client's loan request
includes $50,000 for inventory and $30,000 for equipment, the
lender is going to issue those funds as the purchase invoices are
presented. In some instances, the lenders actually write checks
directly to the vendors to ensure that the initial loan proceeds are
being spent as specified.
With commercial loans, this watchful hand-holding is rare. The
money is normally just put into the business checking account with
the assumption that the owner will spend the funds appropriately.
SBA Loan Requirements
Some requirements of an SBA loan are:
SBA guaranty loans can guarantee up to $750,000;
direct loans up to $150,000.
Loans cannot be made to businesses involved in the cre
ation or distribution of ideas or opinions. These would
include such businesses as newspapers, magazines and
academic schools. Other ineligible borrowers include
businesses engaged in speculation or investment in rental
real estate.
The business must be operated for profit and qualify as
small under SBA size and standard criteria. For example:
Services-annual receipts may not exceed $35 to
$145 million, depending on the industry.
Retailing-annual receipts may not exceed $35 to
$135 million, depending on the industry.
Manufacturing-maximum number of employees
may range from 500 to 1,5 00, depending on the type
of product manufactured.
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As you can see, these small business definitions include
businesses that are not very small.
There are many issues to consider when determining what kind of
loan your client should seek. Both commercial and SBA loans
have advantages and disadvantages. So one of our jobs is to
review these issues with our clients so they can make an informed
decision.

Is Loan Size an Issue?
Our experience has shown us that loan size does matter. A diffi
cult loan to get approved is one that is between $20,000 and
$70,000. Why? Because the loan is an awkward size—too large to
be a personal loan, but too small for a lender to want to process
SBA paperwork.
Also, many lenders feel that these loans are of an unprofitable size.
Therefore, it’s sometimes easier to get $100,000 than $50,000
(assuming both loan requests have similar merit). However, if
your client doesn’t need much money, then he or she might find
some of the smaller financial institutions to be more responsive.
Obviously, there are many exceptions to this rule, but typically:
The larger the institution, the larger the loan they
want to service.
By the way, loans of less than $20,000 often are handled as per
sonal loans, collateralized with personal assets like automobiles,
etc., and are subject to monthly installments rather than renewable
terms.

Loan Request Obstacles
There are several issues that
are tough to overcome when
requesting a loan. So request
ing a loan before your client
addresses each of these is like
putting the cart before the horse. Here’s what we are referring to:
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Past-Due Taxes
If your client hasn’t paid his or her taxes, you've got a mountain to
climb. The theory is:
I f your client won't pay the IRS or the school dis
trict, he or she won't pay anyone.
Commercial loans are more lenient on this issue than the SBA.
The SBA does not make loans to pay off other government debt;
especially taxes (they have, on occasion, reluctantly approved
loans that paid off FDIC-owned paper).
Negative Net Worth
Having a positive net worth makes a big difference too. One of the
most popular ratios used by lending institutions is debt to net
worth. If your client has negative to minimal equity, that ratio is
going to be way out of line. As an example, the SBA guidelines
allow a maximum of a 4-to-1 debt to net worth ratio. If your
client's ratio is outside this boundary, he or she needs to explain
how this will be remedied in the near future.
Bad Credit
This includes personal or business bad credit history. Your clients
might have bankruptcies, foreclosures, tax liens or judgments
against them. The point being. . . it is hard to convince a bank that
your clients are going to perform on their debt when the past
proves otherwise.
Consolidation
Consolidation loans are loans made to buy out FDIC-owned notes,
finance overdue payables, payoff leases, combine multiple small
loans, etc.
It’s funny. A bank would rather loan money to a start-up business
than to an existing one that is trying to consolidate its debt. We
think the theory is . . . loan consolidation is proof that management
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has allowed the business debt to grow out of control. This lack of
planning creates a mark against the character element of the Five
Cs. Also, a business that is out of control is not considered a good
risk. Therefore, loan requests should sell growth, not consolida
tion. Lenders like growth (remember, asset growth is one of the
Three As).

Miscellaneous Banking Questions
Should my client find a bank that understands his or her
business?
Most definitely. This is important because people feel comfortable
supporting what they understand. If a bank or loan officer has
experience in your client's industry, then they already will have an
understanding of the problems, needs and expectations.

Does the size o f the bank really matter?
Possibly. Bankers and banks have lending limits. This is not a
decision made by the bank, but by the bank's regulatory agency.
So don't be afraid to ask each lender for their lending limits; they
answer this question all the time.
For example, let's say Bob's banker has a lending
limit of $175,000. This means if Bob borrowed
$100,000 for his business, $70,000 for a rental
house, and then wanted another $15,000 for a boat,
Bob is out of luck. That banker can no longer ser
vice all of his needs.
For most people, issues like this one are not worth worrying about.
Their comment is, I guess when that time comes, we'll just have
more than one banker. The problem is . . . it takes time and energy
for a client and loan officer to learn to trust and respect each other.
Therefore, we believe a bank's lending limits should be considered
upfront.
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What should my client look for in a loan officer?
Well, most important, your client needs to be able to easily and
clearly communicate with the loan officer. Second, the loan offi
cer must be respected within the financial institution.
The communication requirement is easily justified. If the lender
and borrower don't understand each other, banking can be difficult,
frustrating and overly time-consuming. Remember, the client and
the loan officer are supposed to be on the same team, working for
the same goals: your client's success. If it seems otherwise, find
another loan officer.
The second issue-respect within the bank--is a little more subtle.
A banker with a weak personality will have a harder time with loan
requests, quick loan processing and occasional special favors.
Here's why:
To obtain a loan, the first step is for your client to
present his or her case to the loan officer. Next,
either the officer, a credit analyst, or both will ana
lyze the request for statistical and logical merit.
The loan officer will then present your client's
request to a loan committee (which is often com
posed of bank officers, directors, legal counsel, and
business specialists). As you can see, with this
organizational structure, the loan officer becomes
your client's salesperson.
If the loan officer is strong, the committee process
may be just a formality. The approval of small
loans may be left solely to his or her discretion.
However, when the loan officer is weak, new or not
well established, the committee will more closely
scrutinize each request. This investigation process
can delay the approval process as well as reduce the
chances of obtaining a favorable decision.
Think of it like this: If the loan officer does not possess the right
poise and finesse to sell your client's business ideas, find one who
does.
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Finding a good match between a lender and a borrower is of
utmost importance. As a matter of fact, our firm will not open
even a checking account (regardless of the initial deposit) without
first interviewing our assigned loan officer. If we are not happy
with the discussion, we won't do business there. This interview is
important; it sets the tone for the entire relationship. Here are
some things to consider:
During the interview, have your client ask for an
explanation as to why he or she should do business
there. Sometimes, as part of selling your client
on the bank, the lender will make some personal
commitments that could pay dividends exponen
tially in the future. Next, your client should dis
cuss what he or she expects from the bank and
banker. As an example, if the objective is to be able
to call and gain access to $10,000 within a few
days, that needs to be covered. Finally, ask the loan
officer to identify the kind of information that needs
to be on file in order to facilitate these expectations.
Logically, your client's financial demands will dictate the lender's
paperwork requirements. By the way, don't shy away from a loan
officer who tells it like it is. This honesty may be hard to handle,
but your clients are much better off knowing where they stand.
Too often, small business owners waste time jumping through
meaningless and unnecessary hoops because their loan officer
wants to wait and blame the inevitable bad news on the loan
committee.

What should my client do if his or her loan officer
changes financial institutions?
The first question to ask is, Who is the replacement? If the
account has been assigned to a stronger loan officer, just grin and
bear it. Also, have your client immediately start over with the rap
port-building process. However, if your client is not satisfied with
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his or her new officer, request a change or seriously consider
moving to the departing loan officer’s new bank. Always keep this
in mind:
Weak bankers make for bad banking. . . period.

Do small businesses have any leverage with a bank?
We can get on our soap boxes for hours on this issue. The answer
boils down to a mind-set. Banks make money by loaning money.
If your clients borrow money and then pay it back on a timely
basis, then they are valuable customers . . . regardless of the loan
amount.
Many people think that borrowing money is like asking a favor.
When your clients bring in their tax returns, are they asking you to
do them a favor. No, of course not. Banks are no different; they
always are looking for good paying customers, large or small. The
biggest obstacle most people have to overcome is their own
attitude.

Do all banks offer the same services?
No. First, all banks don’t make the same
kinds of loans. Some banks may have a
preference for professional loans, others
for manufacturing, and so on. But even
more important, find out what kind of
loans the bank doesn't like to make.
This way, you and your client won't
waste time presenting a package that doesn't fit the bank's focus.
Another issue is, different banks have different loan standards. For
example, a new bank trying to break into a market might be more
aggressive. This often results in the funding of marginal loans.
Also, a bank's loan portfolio has an impact. In other words, since a
bank only has so much money to lend, the amount available for
lending has a direct bearing on the flexibility of these loan
guidelines.

209

The Lending Business Has Changed

Let's say two banks are the same size. One is 60
percent loaned up, the other 85 percent. The bank
at 60 percent still needs to find a home for 40 per
cent of its loan money. Therefore, it is likely to be
more flexible than the other bank.
Finally, a small bank might be more inclined to make a small loan,
like a $50,000 business loan, than would a large bank.
Because banks all seem to look the same (but they are not), your
client needs to be prepared to ask a number of other questions too.
For instance:
What types of loans are offered? (Commercial, small
business administration, consumer, etc.)
What are the loan interest rates? Are they typically
fixed or floating (if floating, at what interval:
monthly, quarterly, semi-annually, yearly)?
What are the common loan processing charges?
(These vary and can significantly affect your
borrowing costs.
The fees might include
origination charges, life insurance, title searches,
legal fees, points, etc.)
Do they offer credit cards? What is the rate and the
yearly fee?
Does the bank
accounts?

have

interest-bearing

checking

What is the monthly service charge?
What fees are charged for overdrafts?
Can excess money in the primary checking account be
automatically transferred to a higher-yielding
money market account?
Remember, the whole purpose for reviewing this kind of informa
tion is to identify the pros and cons of doing business with each
prospective bank. By asking questions, your client can determine
which bank best suits his or her needs.
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What about bank proximity: does it matter?
Should your clients work with the bank on the comer, the one
down the street or another miles from their office? Well, when a
bank is close, it sure makes banking easier. And banks want to
work with the local businesses or they wouldn't have spent the
money to open a location on that corner in the first place. How
ever, your clients need to be prepared to go as far as it takes to find
a banking relationship that will meet their needs for at least three
to four years.
There is another issue on proximity. According to the Community
Reinvestment Act (CRA), banks are to support and service their
local area, so each bank has some defined lending area. That's
why it's much easier to borrow money from a bank in town than
one out of town.

Why do financial institutions always require personal
guarantees on small business loans?
In closely held companies, when just a few individuals own 100
percent of the company, banks almost always require personal
guarantees on loans. This is because the bank wants the owner
personally at risk if the business fails. On a more devious note,
since the entrepreneur controls the destiny of the small business, it
is easy for him or her to divert valuable assets without the bank
knowing. Once that occurs, the owner could be wealthy and the
bank be left high and dry. Personal guarantees help eliminate this
abuse.

I f my client is a minority, are there special lending pro
grams to consider?
The Community Reinvestment Act also requires that lending
institutions develop and/or participate in programs to help the eco
nomically disadvantaged. This includes assessing the needs of the
community, developing an outreach program to those in need and
measuring the results.
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This means that banks participate in local programs to help
minorities and the disadvantaged. Most cities publish a list of their
programs and many have funds available. Besides the city spon
sored programs, there are state or federally sponsored economic
development centers throughout the country that have been estab
lished to help in this area too. If you are not sure how to begin this
search for assistance, call your state's Department of Commerce or
Governor's office to find out which organizations administer the
various economic development programs.

Banking Question Summary
You, your business and your
clients need to establish a rela
tionship with both a financial
institution and a loan officer.
Don't make this choice just
because you feel a lender has
lenient loan guidelines. Once
again, there is much more to a
banking relationship than the
initial loan. By considering
some of the issues above, you can help your clients find a financial
institution that can do more than lend money. The right choice is
the organization that will become part of your client's team,
focused on his or her success.

Chapter 12

Special
Concerns
for the
Start-Up
Business
fOten, the first time a person decides to talk with a CPA
is when he or she is about to start a new business.
Typically, a specific problem initiates the client’s call,
like financing. But besides helping these client's
resolve their special concerns, we believe that CPAs also have the
unique obligation to perform a reality check. These prospective
business owners are often overly excited, ridiculously positive and
looking at their business opportunity through rose-colored glasses.
Our approach to solving this dilemma is to sit down with these
clients and deliver our standard start-up sermonette. Here's the
way it goes:
Somewhere, a long time ago, an idea was bom that
America was the land of opportunity. This oppor
tunity was not only plentiful. . . but its riches were
bountiful. All that was needed to prosper in this
land was a good idea; a better mouse trap, so to
speak. Augmenting this notion were the endless
stories of entrepreneurs who were able to convert a
$500 investment into a multi-million dollar dynasty.
However, here's the part of the story everyone seems to leave out.
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Most of these adventurers fail miserably in this land
of opportunity (estimated by the Small Business
Administration to be 8 out o f 10 after five years).
And most often, the real success stories are those
people who had no other choice but to survive.
These people started their own businesses because
there were no jobs to be had. Their instinct for sur
vival, their intensity and their lack of alternatives is
what made these entrepreneurs succeed (some luck
and timing probably didn't hurt either). So what
we're trying to say is:
Our land of opportunity also is a primi
tive jungle.
The moral is . . . if you are not a lion at heart, then
it's almost impossible to become the king of the
jungle. In other words, if you've never been hun
gry, never had your back against the wall, never had
to fight for the food on your table, then you're prob
ably not prepared to survive in this jungle of
opportunity.
Once this sermonette has been
given, but before anyone can
pursue The American Dream,
we feel each adventurer should
have to sign this proclamation:
I have read and un
derstand the following
warning:
Owning your own
business can be, and
most often is, hazardous to your heath and financial
well-being. I fully acknowledge that my chances of
striking it rich are slightly better than catching a
rainbow.

Special Concerns for the Start-Up Business

215

Next, these new business owners should be required to read the
Entrepreneurial Creed. It is written as follows.
I went into business for myself for the following
reasons:
To be my own boss,
To stop working 60 hours a week,
To have control over my own destiny, and
To make my fortune.
I felt I had been making other people wealthy for
too long. But what I didn't understand was, in my
own business:
My customers would be the ones telling
me what to do. I swapped one boss for
hundreds of them.
As far as my work week was concerned, I
traded 60 hours for 80.
Controlling my own destiny was another
misunderstanding. Now, almost everyone
had a say in my future—my customers, the
bank, my competition, my employees, the
economy, etc.
Finally, when I compare working for
myself to working for someone else, there
are times when I now make more money-but just as often I make less. And during
some of those sleepless nights when my
brain is running rampant trying to solve the
day's problems, Oh how I dream for that
old, regular monthly paycheck.
There is one final misconception that needs to be addressed. It is
the attitude that if you build a better mouse trap, your success is
unavoidable.
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The Consumer's Creed contradicts this idea:

The consumer warns that . . . making a better
mousetrap is not enough. If you want us to buy it,
here's what you're up against:
We need to have a problem with mice.
Even if we have this problem, there has to
be some urgency to fix it.
Even if there is some urgency to fix the
problem, you have to find a way to get in
touch with us. If you can't find us, we sure
won't find you. And by the way, there is no
easy, simple, cost-efficient way to accom
plish this.
Even if you find us, we still have to be
assured that your product is our best alter
native. Your competitors say differently.
Even if we acknowledge that you sell the
superior product, we may not be able to
afford it.
Even if we can afford your mouse trap, if
you are not conveniently located, we proba
bly won't bother stopping by.
And if we bother to stop, if we aren't treated
well by your staff, we'll just turn around and

walk out the door.
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The bottom line is . . . it is risky to own and operate your own
business. Our clients need to understand that a good idea isn't
the end-all solution: it's the prerequisite for having a chance.
If we don't clearly communicate this message, we will be allowing
our clients to enter the jungle totally unprepared to survive. The
goal is not to discourage people from pursuing the American
Dream. It is to make them set up and take a realistic look at the
choice they are about to make.

Equity Issues for the Start-up
Let's assume your client’s ideas make sense, he or she has been
properly sermonized/terrorized and is still ready to make the
required commitment. It's time to get started.
If a start-up business needs to borrow money, the ratio of invested
capital to borrowed funds should approximate a 50/50 split
(rather than the one outlined in Chapter 11). This ratio change
occurs because cash-throw-off can't be expected to make a sig
nificant contribution to operations during the first year or two.
So what do you do if your client's invested-to-borrowed funds
ratio is out of line? Well, there are several situations and alterna
tives that come to mind. Let's review them:
The first, and most common condition, is that your client won't
have the suggested investment money. One option is to advise
your client to re-plan the business venture on a scale commensu
rate with his or her available funds. For example:
The business could operate out of the house until sales
reach some predetermined volume.
Some equipment could be leased instead of purchased.
A combination of purchased and consigned inventory
could be negotiated.
Instead of the business having to support multiple
partners from day one, have the partners enter the
business on a staggered basis.
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Besides scaling down the size of a business, another way to possi
bly overcome an investment shortfall is through salary restrictions.
If your client can survive for a year or two with little or no salary,
this is a significant advantage. By maintaining an exceptionally
low personal cash requirement, your client can build a case that he
or she is making an installment investment. This approach can
make up for a small imbalance in the ratio between invested and
borrowed capital. However, the installment investment will not
act as a substitute for a reasonable capital injection.
Finally, sometimes the best advice we can give to clients with lim
ited resources is to postpone becoming an entrepreneur, at least
until certain minimum requirements can be met (like better man
agement of personal finances, more investment capital, improve
ment in the economy, etc.). This message can seem harsh to a
bright-eyed, enthusiastic prospective business owner. But the real
ity is . . . just because someone wants to own his or her own busi
ness doesn't mean he or she is ready to do so. There have been
several times when suggesting a delay has frustrated and upset our
clients. But it would be inappropriate to encourage an unprepared,
obviously undercapitalized client to venture out into the competi
tive cutthroat environment of small business.
On the other hand, not everyone is without funds. However, even
those with money are sometimes reluctant to invest their liquid
assets (CDs, marketable securities, etc.) directly into the business.
For some strange reason, many people think borrowing against
their own money is a safe conservative investment approach.
When in reality, it's just the opposite. Here's why:
First, your clients will be converting their liquid
resources to illiquid collateral. Under this scenario,
neither your clients nor their businesses can really
take advantage of these funds.
Second, when people borrow their own money, they
don't build much of a banking relationship. When
loans are 100 percent secured with liquid assets, the
borrowing standards are minimal. Therefore, the
business owner and the banker don't establish much
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rapport. Since a good banking relationship is so
critical to any growing business, your client will
later be at a disadvantage when the capital require
ments expand beyond the owner's personal
resources.
Third, meeting the obligation of a sizable note
payment each month can easily create future cash
flow problems. Even if the bank allows interestonly payments, the business is still at a significant
disadvantage due to its out-of-line debt service
requirement.
Fourth, if trouble occurs, those liquid assets that
have been pledged as collateral are usually
redeemed to reduce corporate debt at less than
optimum values (due to high penalties or bad
timing).
The point is . . . every business needs financial flexibility: equity.
If your client doesn't make a significant equity contribution, he or
she is placing an extreme financial burden on the company. And
this burden may prove to be too much to overcome.

Compliance Issues
So now your start-up business client is ready to go. He or she has
a good idea, money in the bank, and a never say die attitude.
Besides the tasks of creating a business plan and locating the nec
essary financing, there are a few other points to cover. That’s
right, we need to cover those good ol' government compliance
issues.
It's our job to ensure that our clients understand the consequences
of mishandling or overlooking these administrative burdens. We
know this requires emphasis due to the number of going concerns
that currently fail to comply. The following is meant to serve as a
reminder or checklist of the topics that should be discussed with
each start-up client
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Permits
There are a multitude of permits and licenses offered by a variety
of regulatory agencies in most states. As an example, there are
over 300 different permits and licenses offered in the state of
Texas. Some enable a person to operate a business while others
grant rights (i.e., the right to sell hazardous products, etc.).
To help small business owners deal with this maze of information
(permits and licenses), many states have established Business
Permit Assistance offices. Some serve as centralized information
centers which can direct you to the appropriate agencies while oth
ers actually provide the required forms. To find out if an organi
zation of this type exists in your state, call your Department of
Commerce or Governor's office.
Also, some states have produced free booklets to help in this area
so remember to ask for this when you call.
Finally, some local municipalities have their own sets of licenses,
permits and/or ordinances with which a business must comply.
For example, in Texas, electrical and general contractors are
licensed by each city in which they work, not by the state. To
determine whether your clients require any special local licenses
and/or permits, have them call their local City Hall.

Employees/Contract Labor Issues and Paperwork
Even if your client does not start out with any employees, it's
likely that the issue of hiring help will arise sooner or later.
Accordingly, this raises a multitude of questions.
The first major hurdle is whether to hire employees or utilize con
tract labor. Contract labor, administratively, is far less of a burden
than are employees. For this reason, many business owners choose
to call their workers contract laborers. But just calling them con
tract laborers doesn’t make them so. The problem is that the dis
tinction between these two classifications is not black and white.
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If your client incorrectly classifies an employee as a contract
laborer, and either the IRS or the worker object, your client could
be faced with retroactively paying that employee’s federal with
holding and Social Security taxes. Additional penalties and inter
est could be charged as well. Therefore, when your client is
unsure which is the right classification, the safest choice is that of
employee.
The following are traits typical of an employee/employer relation
ship (all of these do not have to apply):
job training is necessary;
supervision and payroll responsibilities are the
employer's;
employer sets the work hours;
all work time must be devoted to the employer,
workplace is restricted (i.e., must work on site);
prioritization of work is done by the employer;
payment is made by the hour or some type of
salary arrangement;
employer pays expenses incurred on the job;
no risk of loss applicable to the worker;
job can’t be done for anyone else; and
worker can terminate without recourse from
employer.
As you can see, most jobs fall into this classification. Those that
qualify for contract labor status are pretty easy to identify. Here
are some guidelines. A contractor usually:
works by the project;
determines the tasks to be accomplished and the
order in which they are to be accomplished;
establishes own work hours;
also works for others; and
has own trade or business name.
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By answering the following question, you can often get to the crux
of this dilemma in a hurry:
Does someone else within the company perform the
same job?
If the answer is yes, then the worker most likely is an employee.
The fact that someone only works part-time or that the job will
only last for a specific period (like six weeks) is irrelevant. It boils
down to this:
The more unique the work, the more likely the posi
tion can be classified as contract labor.
As an example, if a secretary is out on maternity leave and some
one is hired to fill in during her absence, the person filling in is an
employee, not a contract laborer. The rule is:
You can't have two people doing the same kind of
work and classify them differently.
The main thing is to use good and consistent judgment. If your
client really gets stumped though, he or she can file a form with
the IRS (form SS-8). The IRS will make the decision based on the
information submitted.

Workers' Compensation Insurance
This is extremely important to every business, yet it is often over
looked. But since we have devoted several pages to this topic in
the next chapter, we only make mention of it here.

Reporting
If you and your client come to the conclusion that contract labor is
the way to go, the accounting is simple. All he or she has to do is
keep track of who is paid, and how much. At the end of the year, a
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form 1099 is filed for each contractor, sole proprietor and partner
ship that was paid more than $600 during the year.
If the plan is to have employees, there are several additional forms
you should review with your client. They are:
The Employer Status Report filed with your state's
employment service;
IRS form W-4 for each employee;
Form I-9 for the Immigration and Naturalization
Service (INS);
IRS form 941;
IRS form 8109;
State Employment Report;
IRS form 940; and
IRS form W-2.
The Employer Status Report
It is used by the state employment service to determine a business'
unemployment tax rate and to find out when a company plans to
begin paying wages. While the forms will differ from state to
state, all states require similar information.
Form W-4
Each employee must sign a completed and dated form W-4. It
should be included in the employee's personnel file as it will pro
vide a record of his or her proper name, address and social security
number. The W-4 also tells the employer how many exemptions
to consider when withholding federal income tax from payroll
checks.
Having this form on file is not only required by the government,
but is also the employer's insurance policy against disputes that
could arise later with the IRS or the employee. And, under special
circumstances, the W-4 is required to be filed with the IRS.
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INS Form I-9
Another item for the personnel file is the Immigration and Natu
ralization Service form I-9. This paperwork was devised to ensure
that employers do not hire illegal aliens. The paperwork is not
difficult to fill out but is definitely another hoop to jump through.
These forms must be completed within three working days after
employment begins. All documentation unavailable on the hire
date must be obtained within twenty-one days. The information
required includes either one item from list A or one item from
each of lists B and C below:
INS Support Documents
List A:

1. A U.S. passport
2. One of several INS documents

L ist B:

1.
2.
3.
4.

List C:

1. Social Security card
2. Certified copy of birth certificate
3. A few other less-common items

State driver's license
Voter's registration card
School I.D. card with photo
Several other less-common items

The penalties for failing to comply with this requirement begin at
$250 for each unauthorized employee and can quickly reach
$10,000 per violation. The possibility of incurring thousands of
dollars in fines certainly encourages compliance.
Quarterly Payroll Reports
Two payroll reports must be filed each calendar quarter, IRS form
941 and form 8109.
The purpose of form 941 is to report to the IRS the amount of
wages, federal income tax, and Social Security tax applicable to a
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company's payroll. It tells the IRS what a business's payroll tax
liability was for the quarter and when the liability was incurred.
Payroll tax deposits should be made payable to a bank using form
8109. Located on the back of form 941 is a schedule of how often
to make the deposits. As you may know, this is not the easiest
schedule to understand. So it's a good idea to discuss this in some
detail with your client.
Caution: Remind your client of the 100 percent penalty (which
applies to responsible officers and directors of a company) for fail
ure to make adequate and timely payroll tax deposits.
State Employment Report
Every state has been mandated by the Department of Labor to
establish an employment service. All states are required to collect
unemployment taxes and the vast majority require a quarterly
report detailing the amount of wages paid to each employee. The
reporting forms vary from state to state, but most require the same
information; each employee's name, Social Security number and
total wages paid during the quarter.
Annual Payroll Reports
Additionally, two payroll reports must be filed annually, IRS form
940 and form W-2.
Form 940 reports the year's federal unemployment tax (FUTA)
liability for a company's payroll. It is different from the majority
of the reports required by the various states because the wage fig
ures are submitted only in total. However, payments are made to
the bank on Form 8109 (just like the 941), and deposits may be
required quarterly.
Caution: If a business fails to make the necessary payments or
prepare the required reports for its state employment fund during
the year, then the system takes no prisoners. Not only will your
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client be charged an astronomical federal unemployment rate, his
or her business will still be held liable to pay the state employment
fund.
Most people have been on the receiving end of W-2s, so they are
common items. Our small business clients need to be reminded
that it is now their responsibility to provide these W-2s to their
employees by January 31 of each year.
Also, inform them that even though these forms are obtained from
the IRS, they are filed with the Social Security Administration.

Summary
The start-up business has many obstacles to overcome in order to
survive and prosper. By sharing your experience, both as a CPA
and a business person, you can prepare these new business owners
to face new requirements and realities.
Owning one’s own business is
an
exciting
proposition.
Sometimes this excitement
can have a blinding effect.
Therefore, one of the greatest
services we can offer is to
help these entrepreneurs gain
a realistic perspective of the
road ahead. By doing this,
some will turn back . . . others
will continue on. Regardless
of the direction they turn
however, each will be better
off having this knowledge.

Chapter 13

Asset
Protection
Consulting
vOer the years, the CPA industry and cities have found
something in common: annexation! As a city needs
more income, it annexes outlying areas to increase its
tax base. CPAs have been doing the same thing,
except with services rather than land.
It wasn't long ago that accountants only provided tax and financial
reporting services. By the mid-eighties, the computer industry was
growing so rapidly that many CPAs decided to step into the com
puter consulting field. During that same time-frame, it became
apparent that litigation support and small business consulting were
ripe areas for expansion too. The point being . . . the accounting
profession, during the last 10 years, has been very aggressive about
expanding its services into new markets.
This rapid growth has created a great deal of disorganization. To
organize this chaos, CPAs need to look at all of those newly
annexed services and choose those most important to the direction
of their firm. The next step is to refine these services. And if
small business consulting is part of that overall package, then safe
guarding your client's assets is an area to be considered.
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We are referring to a service we call disaster consulting. This
consists of considering the adequacy of your client's insurance,
computer back-up routines and documentation/electronic media
storage procedures.
First, let's take a look at how disaster consulting relates to insur
ance. Basically, it is directed at making sure that your clients
understand their policies, have satisfactory coverage and are pay
ing reasonable premiums. This service is geared towards avoiding
the following scenario:
John receives a telephone call at 2 a.m. Monday morning.
The message . . . his business had just gone up in flames.
Panicked, he starts thinking about the money required to
get his business operational again. Questions start
haunting him, like:
Can he afford to rebuild?
How many customers will turn to his competition dur
ing the reconstruction?
How long will it take fo r suppliers to stock his new
location?
His body breaks into a cold sweat as these thoughts pass
through this mind.
It's now 8 a.m. John and his insurance agent are review
ing his company's coverages. Within an hour, it becomes
apparent that John is only covered for about 50 percent of
the anticipated loss. This equates to a cash shortage of
several hundred thousand dollars; a short-fall too great for
John to overcome. He is forced to abandon the business
and use insurance proceeds to help pay off his debts.
The distressing part of this story is that each of us has clients-- right
now--playing Russian Roulette with their businesses. Typically,
these clients purchase insurance. However, many are unaware of
the specifics of their coverage. Enter the watchful CPA.
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Minimizing Loss Exposure
By offering disaster consulting, we can help our clients minimize
their loss exposure. When we discuss this new service with other
CPAs, the most common comment is, I really don't know enough
about insurance to conduct this type o f review. Well, insurance
consulting doesn't require you to be an insurance expert. Your job
is to look at the assets of the business and make sure you under
stand what is covered, to what extent and under what conditions.
Your job consists of:
determining what is of value to the business,
asking the owners questions about what coverage
they feel is essential, and
interviewing and coordinating with the insurance
agent.
I f this is so sim
ple, why doesn't
the owner take
care of it, you
ask. Mainly be
cause they are
too busy han
dling the day-today problems of
the
business.
And unless we get involved, this priority item is often overlooked.
Finding the right insurance isn't very hard. It basically consists of
three areas. They are:
obtaining the most comprehensive coverage your
client can afford,
making sure your client understands the
restrictions within the policies purchased, and
reviewing the exposed areas and discussing the
associated risks.
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Risk management becomes the central focus. Few businesses can
afford to fully insure themselves. So it boils down to determining
which assets are the most critical, and what contingencies have the
highest likelihood of occurring. Once these are prioritized, con
sider the various insurance alternatives. For example:
Lynda manufactures spas and hot tubs. She owns
her own building, many large machines (lathes, drill
presses, table and radial-arm saws, sheet-metal cut
ters, etc.), stocks repair parts and has two trucks
equipped with tools. These trucks are used for field
servicing her products.
The insurance Lynda subscribes to is general liabil
ity and property insurance on the building, contents
(which includes equipment, inventory, etc.) and
trucks.
All property coverages have a $250
deductible.
She is experiencing several problems. The first is . . . her insur
ance premiums are too high, but she is unsure where to cut back.
The second is . . . she does not subscribe to workers' compensation
insurance. There are some not-so-obvious problems, too. Lynda is
unaware of some restrictions within her insurance policies. For
example, her contents are not fully covered nor are her trucks.
Here's why:
Lynda has purchased replacement cost coverage on
her building and contents. As for contents, the
value of her inventory is about $200,000 and the
equipment, etc., add another $100,000. This totals
$300,000, which is unusually high. Lynda has
stocked up on her inventory in preparation for the
beginning of her peak season. The problem is . . .
her policy limit covers a total contents value of only
$200,000.
Therefore, if we assume that a disaster destroys half of the inven
tory ($100,000) and equipment ($50,000), here's what would
happen:
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Her insurance policy requires that she maintain
coverage for at least 80 percent of the value of the
contents. Since she only has coverage for about 67
percent, she becomes a co-insurer.
The formula works like this:
Amount of insurance carried X the loss
Amount that should have been carried
(at least 80 percent)
or
Face value of the policy. . . whichever is lower.
In our example, the numbers would be:
$200,000 (insurance carried) X $150,000 (loss)
$240,000 (80% X $300,000)
= $125,000
Even though the face value of the policy was $200,000 and the loss
was $150,000, Lynda is only entitled to $125,000 because she was
not in compliance with the co-insurance clause. She did not have
the protection she thought she had.
The shortfall in Lynda's insurance recovery would certainly have
been worse if the entire contents of $300,000 had been destroyed.
If this were the case, even though the formula develops a payment
of $250,000, Lynda could only have collected the policy limit of
$200,000.
Another area of concern is theft coverage. Just about all commer
cial property policies insure property only at a specified location.
Therefore, the odds are high that Lynda's trucks and tools are cov
ered against theft only when they are on her business's premises.
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So if the trucks and/or tools are stolen at a job site, she may be
entirely uninsured.
The point of this is . . . you need to ask questions to find out what,
when and under what circumstances your client's assets are cov
ered. Insurance agents are normally willing and anxious to cover
these topics because it minimizes the opportunity for misunder
standings later.
If cost is a problem, as it is with Lynda, then a discussion of risk
management might be in order. Our position is:
Your clients are better off to insure 100 percent of
the value of their assets and increase the deductible,
than underinsure and maintain a small deductible.
The rationale is . . . your clients need to carry insurance that will
help keep their doors open for business. The larger the deductible,
the less the premium. So it might be much wiser for Lynda to get
a $5,000 deductible on her building and free up that extra premium
to pay for workers compensation insurance. The reasoning is . . .
$5,000 won't put her out of business-- yet, a $5,000,000 workers'
compensation insurance claim will. And unfortunately, that is just
as likely as the building burning down.

The Insurance Investigation
Okay, so you are ready to start your insurance investigation but
you're not sure where to begin. A good place to start is to review
the most commonly subscribed to categories of insurance. These
include:
property (including business interruption and
flood),
liability,
auto liability and physical damage,
worker's compensation, and
life and health programs.
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There are other types of insurance available like aircraft insurance
or bonds to meet your client’s specialized needs.
In evaluating a client's insurance program, you should begin by
looking at exposures to loss:
What assets are exposed to a reduction in value
through direct damage (fire, theft, etc.)?
What is the probability of, and exposure to, losses
incurred from indirect damage (like product lia
bility and injuries to workers)?
Once the exposed areas are identified, you can evaluate the extent
to which your client is . . . or isn 't. . . protected by his or her cur
rent coverages. This step will require the involvement of an insur
ance agent.
There are many questions that should be asked to determine expo
sure. Of course, in all cases involving property assets, valuation
must be realistic and regularly reviewed. In questions involving
legal liability, limits carried should be comparable to those carried
by other businesses within your client's industry. In reality, it is
difficult to purchase too much liability insurance, since there are
no caps on potential judgments against the insured.
Some questions to ask are:

Is the contents coverage
at least 80 percent of
normal valuation?
Are the assets covered at
original cost less
depreciation or at
replacement cost?
Do any assets need to be individually scheduled (like
computers, tools, radio, equipment, etc.)?
Does the total inventory value fluctuate to the point
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that a Peak Season or Monthly Reporting
endorsement would be more cost advantageous?
Does the client own buildings or have the obligation to
insure buildings?
Do building code changes affect the kind of building
that must be rebuilt following damage?
Are there any buildings under construction?
Has the client made improvements to leased property?
Does the contents insurance cover assets temporarily
off premises?
Are the contents located on vehicles at any time?
Are the contents exposed to loss by theft?
Are money or securities kept on the premises?
Is there property of others in the custody of the
insured?
Would the client lose income and/or incur extra
expenses following damage to property?
For liability:
What potential liabilities to
third parties might arise
out of your client's
operations?
Is the client responsible for
the liabilities of others,
either indirectly or by
contract?
Does the client use
independent contractors?
Does the client have an
exposure to libel, slander and related personal
injuries?
Is there an exposure to suits arising out of the escape

Asset Protection Consulting

235

of hazardous materials owned, handled or dis
posed of by the client?
Does the client have subsidiaries, affiliates or prior
organizations that need protection?
Are corporate directors and officers exposed to suits by
stockholders or outsiders?
Does the client administer an employee benefits pro
gram or hold and manage funds in a trust account?
Does the client have operations or distribute products
or services outside the USA?
Is the client a professional with exposure to suits for
acts, errors or omissions?
If your client purchases an umbrella policy, do the
primary policies meet the underlying liability lim
its required by the umbrella?

Does the client own or
lease vehicles?
Do employees
regularly operate
their own vehicles
on behalf of the client?
Does the client ever rent vehicles on a short-term
basis?
Does the client depend on vehicles for producing
income?
Does the client haul goods for other businesses?
Does the client transport pollutants or other hazardous
material?
Does the client ever operate vehicles outside the USA?
Does the client assume responsibility for the operation
of other vehicles by contract?
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Is there special property (mobile phones) in vehicles
that need specific protection?
Does the client own or use trailers in the operation of
the business?

Does the client operate in more
than one state? In other
countries?
Does the client perform work
in or over water?
Do officers, partners and other
owners want protection for
workers' compensation
benefits?
Does the client use independent contractors?
Does the client ever borrow, loan or lease employees?
For life and health:
Would the business be
impaired by the disability
or death of any key
employees or owners?
Is a business continuation plan
needed and/or properly
funded?
Are there tax advantages to
restructuring compensation
arrangements?
Which employee benefits are
necessary in order to be
competitive within the
client's industry?
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This is not intended to be an all-inclusive list, but these questions
will shed some light on areas to pursue further. If you are unfa
miliar with the relevance of some of these questions or would like
some additional background on insurance, once again, call a local
insurance agent. He or she should be happy to help you. Besides
obtaining some free counseling, you will be building a relationship
that just makes good marketing sense. Many CPA firms tout
insurance agents as being their best referral source. Anyway, ask
questions, even when the answers seem obvious. As an example,
all-risk coverage sounds pretty comprehensive. Well, there is a list
of items specifically excluded. Do you know what's on this list?
Your client, if covered by this type of policy, may not know either.
What you don't know can hurt both you and your client. . . so
ASK.
Another reason for establishing a good relationship with an insur
ance agent is to keep abreast of the new products being offered.
Every state offers some kind of Business Owners Policy (BOP)
that combines a number of needed coverages into a single policy.
When your clients meet the eligibility requirements for these vari
ous offerings, then they usually obtain better coverage for less
money (like business interruption insurance at no additional
charge).

Workers' Compensation
Once the physical assets have been reviewed and the general lia
bility issues considered, the next point to highlight is that of work
ers' compensation insurance. Almost all states mandate that every
employer either subscribe to this insurance or participate in a
qualified self-insurance plan. For those employers that don’t com
ply with this mandate or don't subscribe because they are not
required too, considerable financial risk is often the result. Over
and over, we see business owners who are misinformed as to the
importance of workers’ compensation insurance.
Without this insurance, employers forfeit most legal defenses
against an injury claim. In addition, the employer assumes a posi
tion of unlimited liability. This nets to:
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One employee can easily close the doors o f a suc
cessful, profitable operation.
It works like this:
If your clients have employees, purchase workers’ compensation
insurance or participate in a qualified self-insurance plan, and an
accident occurs or there is an injury on the job, they are covered.
In other words, the employer, unless he or she was grossly negli
gent, is relieved of the many problems resulting from unforesee
able and unavoidable accidents. As well, the employer may not be
involved with the resolution of this issue except to provide facts,
etc. It becomes an issue between the injured party, the commis
sion governing workers’ compensation and the insurance company.
On the other hand, should this same employer be without this
insurance, the ball game is played entirely differently. The
employer is exposed to legal liability suits without the right to
claim many of the traditional employer defenses. In a recent court
case regarding the bodily injury to an employee, a convenience
store chain lost over four million dollars in a wrongful death suit.
Had they been covered by workers' compensation insurance, the
convenience store chain would have had benefits to pay to the
deceased employee's estate and to defend itself in any legal action.
The dilemma:
Many small businesses cannot afford to pay the
premiums for workers' compensation insurance.
The risk is that if a large claim is ever made, they
probably won't be able to pay the court judgment
either. The result. . . close up shop and go home.
All it takes to become convinced of this is to peruse your state's
workers' compensation rate manual. In almost every state, you can
quickly find rates in some industry categories that exceed the
premium price tag of $40 per hundred dollars of payroll. To
clarify, that means your clients, depending on the industry cate
gories they fall within, may have to pay over $40 in insurance for
each $100 dollars of payroll. Unfortunately, high rates are much
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more common than low ones; it is very common to see rates in
excess of $10 per $100.
Such high premiums put business owners between a rock and a
hard place. Without workers' compensation insurance, they are
betting their businesses every day. With it, they might drive them
selves out of business trying to pay for it. A 10 percent to 20 per
cent increase in a business' overall payroll cost is, in most
instances, a burden that is very difficult to manage.
Today, many states are making a significant attempt to contain the
costs of their workers' compensation systems. The hope is that this
effort will result in lower insurance premiums. Due to this focus,
be aware that many changes could occur within the next few years.
Because these changes could have a significant impact on your
client's bottom-line and future, it's a good idea to keep a watchful
eye out for news in this area.

Accidental Death and Disability
Another personnel protection issue is that of accidental death or
disability for top management. This disaster can easily cripple or
close down a small business. Therefore, insurance is important
because it can provide companies with additional capital to help
them survive these difficult and confusing periods.
One protection commonly used is key person insurance. This con
sists of taking out life insurance policies on all individuals key to
the success of an operation. The business foots the bill for the
coverage and is normally named as the beneficiary. The good
news is that this type of insurance is fairly inexpensive and can
usually be paid for on a monthly basis. Common uses for these
funds are to:
buy out a surviving spouse's interest in the
business;
find and hire a qualified replacement; and
retire existing debt or otherwise recapitalize
(since the death o f a key person can often change
loan criteria).
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Key person insurance does have a drawback; the premiums are not
tax deductible. And since life insurance only pays when someone
dies, it can't be thought of as the only protection required. Why?
Because the likelihood of key people dying is less than that of
becoming disabled. Therefore, another insurance policy must also
be considered.
This policy can be called an overhead expense policy. The focus
here is not on the disabled party, but on sustaining the profitability
of the business. Its intent is to enable a business to maintain the
status quo until a key person can return or be replaced. If neither
of these two options are available, then overhead expense insur
ance can help maintain the business's profitability until it can be
sold.
An overhead expense policy may cover the following kinds of
expenses:
employee salaries (with the exception o f owners'
salaries),
rent or mortgage payments,
employee benefit programs,
laundry/cleaning/maintenance,
business taxes,
legal and professional fees,
furniture and equipment leasing costs,
loan interest and principal payments,
business insurance premiums,
advertising,
utilities, and
subscriptions and association dues.
Most normal recurring expenses can meet the test criteria. As an
example, if your client had been spending an average of $1,000 a
month in advertising, then the overhead expense policy will cover
that same amount. However, should your client decide to do a
special $5,000 advertising blitz, this expenditure then falls outside
the normal recurring test.
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Note that overhead expense insurance does not cover the salaries
or draws of the owner(s). It assumes that they are individually
covered by personal disability policies. But a special rider called
professional replacement can be added that would provide funds to
hire a professional manager to oversee the operation until your
client can get back on his or her feet. Both the professional
replacement and overhead expense policies have specific durations
(one year to 24 months) and cover a specific amount of money.
Finally, small business owners (when a business has more than one
owner) should also consider buy-sell contracts. These may obli
gate a disabled partner or his or her survivors/estate to sell the
business to the healthy partners) at a previously agreed to price or
formula. Insurance also may be used to provide the funds to retire
the disabled/deceased owner.
To summarize, key person, overhead expense, professional
replacement and buy-sell insurance policies provide resources to
help your clients through critical periods. The bottom line i s . . .
these types of policies give top management time to react and
choose an optimum strategy. Without them, management often is
forced into choosing less desirable alternatives on short notice due
to cash flow constraints.

Required Documentation
The next phase, since
we are now aware of
our client's various
policies, is to consider
what documentation is
necessary to obtain a
fast and fair settlement
once disaster has oc
curred.
Information
availability is the sin
gle greatest factor in
fluencing the amount and timeliness of payment. It's not enough
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to prepare the right information, because if you don't routinely
store it in a safe place, its value is minimal.
Most clients do take some action to safeguard their information.
However, many stop short of being effective. As an example, if
your clients do not consistently store pertinent financial informa
tion at regular intervals in a fire- flood- and theft-proof environ
ment, they are not doing enough. Sloppy safeguarding procedures
invariably tend to be a waste of time. The sad part is that the effort
it takes to do it wrong almost equals the effort to do it right.
So the next question is, What information should be protected?
Well, an insurance adjuster will need, at a minimum, the following
information in order to determine a settlement amount:
Enough history to determine sales trends-usually,
financial statements for two years is ample;
Copies of the most current physical inventory
worksheets (showing counts and values);
Purchase and sales information subsequent to the last
physical count; and
Photographs of your building improvements, inven
tory, cash registers, fixtures, supplies, etc.
The more information supplied to an adjuster, the easier it is to
place a value on the loss.
This list sounds pretty familiar, doesn't it? Have you ever thought
about offering a service to your clients to store pertinent insurancerelated information for them? You might even get fancy and cre
ate a special asset protection file which is organized for insurance
purposes. You might also charge a small fee for this service. Just
think, you could get paid to store documents, which, for the most
part, you're storing anyway.
Another service you could offer is videotaping your client's busi
ness every six months or so. This thirty-minute session could eas
ily increase their damage settlement by thousands of dollars. Plus,
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it gives you multiple opportunities to be visible within the opera
tion. This visibility can often bring your firm additional business
opportunities (you know the old adage . . . out of sight, out of
mind).
Now that we have lectured our clients about regularly preparing
and storing pertinent information, let's discuss how insurance
adjusters use it. First, they take a physical count of the remaining
inventory and other assets. Then available documentation is
reviewed (reports, pictures, etc.). Next, the adjusters peruse the
latest physical inventory worksheets and work forward, selectively
comparing the items listed to actual invoices. Once the physical
balances have been tested, monthly sales, purchase and other
transactions are considered. In other words, they rebuild the com
pany's financial statements. If current history is unavailable, then
the adjusters are forced to analyze past trends and project the
missing information.
Take inventory, for example. After the latest physical has been
tested for accuracy, inventory purchases are identified from
accounts payable. Next, using past trends, a cost-of-goods-sold to
sales percentage is computed. Sales occurring from the date of the
physical count to the date of the disaster are then multiplied by this
sales percentage to make up cost-of-goods-sold. Then the
adjusters take beginning inventory plus purchases minus cost-ofgoods-sold to determine the ending inventory valuation. As you
would expect, normal theft and spoilage are considered, too. This
sounds like accounting 101, doesn't it? Well, this is how adjusters
determine what your client will receive in a settlement.

Electronic Media Storage
Okay at this point we have determined which assets are covered,
specified the required paperwork, and identified a schedule to safe
guard this information. So we are through . . . or aren't we?
Haven't we forgotten about one of the most important sources of
information? Yes . . . electronic media. Well, here are a few ideas
to contemplate:
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Computer usage has
exploded in the last 10
years. Businesses have
quickly become depen
dent on this technology.
With computer hardware
being so reliable, a new
problem arises.
Our
clients are often sloppy
with their backup pro
cedures. This creates an
environment ripe for
disaster.
An abridged list of
normal computer-related
disasters might include:
a computer storage media failure occurs (hard
disk, diskettes, tape);
a computer is stolen;
an unhappy ex-employee decides to erase vital
information;
a power failure at an inopportune moment mucks
up the information; and/or
a virus attacks the system.
The question is not how or if this will happen . . . but when.
And when it does, are your clients prepared?
With this in mind, we come to another idea that should help you
take better care of your clients and earn additional revenue . . .
establish a set of procedures and routines that adequately safeguard
their information. For example, verify that procedures are in place
to copy (back up) the company records daily. Also make sure that
the entire contents of the storage media, both software and com
pany information, are copied once a month. If your client has
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custom software and it is continually modified, make these com
plete backups more frequently. If you are not sure how often a
client should make backups, just ask this question, At what point
does the effort o f redoing the work exceed the inconvenience of
performing backups? On heavy computer usage days, backup
might occur several times. Regardless, establish a computer
backup timetable, specific to each client.
Don't stop at establishing routine procedures alone. You also need
to verify that they are adequate . . . and being followed. This
can be done through the use of what we call down drills. Down
drills occur when you unexpectedly walk into your client's office
and inspect the backups. Schedule these sporadically. These drills
not only prepare your client for inevitable equipment failure, they
also identify weaknesses in the daily routines and reinforce who
should be responsible for what.
Let's prepare a down drill list. This is merely a check sheet to help
you analyze your client’s performance. First, include every appli
cation performed by the computer, allowing one column for data
(company records) and another for software. Before you can
check off any item from your list, you have to see proof that the
copies exist and also verify that the media is still readable. This
last step is necessary because sometimes backup media (diskettes,
tapes, etc.) will fail seemingly without cause. If one set of backups
fails, you then need to check and see if other backups exist. Once
good backups are identified, note the backup date. Then comment
as to whether the backups were stored away securely. Remember,
if the backups are not in a protected place, your daily routines may
be futile. The disaster that causes a computer malfunction may
also destroy backups if they are not properly secured.
And finally, if your client relies on his or her computer to conduct
business, be sure it is insured and itemized on an electronic equip
ment policy. By doing this, the value of the information on the
computer can be estimated for reconstruction purposes. Also, this
type of policy allows your client to choose additional coverage like
business interruption and/or extra-expense coverage.
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Summary
This discussion has been presented mainly to drive home a mes
sage. You, even if you rarely deal with insurance or computer
matters, are a logical choice for helping your clients safeguard
their business’s assets. By involving yourself with insurance and
internal information protection procedures, you can provide a
valuable service to your clients.
As CPAs, we often spend a great deal of time analyzing our
clients' past. Sometimes, we help them plan for their future. Let's
keep in mind that dealing with the present is every bit as important
. . . if not more! Disaster consulting is a service that helps our
clients hold on to the assets they worked so hard to earn.

Chapter 14

oS where are we? Thus far, we have covered many
issues which will impact the success and profitability
of your formalized consulting effort. Among those
were organizational approach, service delivery, billing and
marketing philosophies. We identified several services as basics
for every consulting practice. With this material behind us, it’s
time to spend a few pages highlighting how our professional
standards influence the work we perform.

Yes, We Have Standards
Because CPAs as a group want to remain self-regulated, we
impose high standards which control our work product. These
standards attempt to maximize the quality of the work we perform
and maintain the integrity of the accounting profession. It's no
secret that CPAs are held in high esteem by the public. Therefore,
it should be no surprise that there is a constant focus on insuring
that this perception and confidence remain intact. A perfect exam
ple of this ever-expanding quest for quality is the recent addition
and growth of peer review.
So how does all of this affect consulting? Consulting services are
regulated through a variety of standards. If the work involves a
written communication that expresses an opinion, for example, as
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to the adequacy of some internal control procedures, then the
Statement on Standards for Attestation Engagements (SSAE),
Attestation Standards takes precedence. If the project entails
reporting on a client's prospective financial statements, then SSAE
Financial Forecasts and Projections applies.
Management
Advisory Services (MAS) Standards were issued by the AICPA to
guide the consulting function when the work falls outside the
scope of other existing authoritative statements and standards.
We have included for your reference the three Statements on
Standards for Management Advisory Services (SSMAS):
SSMAS 1, Definitions and Standards for MAS
Practice (Appendix 1).
SSMAS 2, MAS Engagements (Appendix 2).
SSMAS 3, MAS Consultations (Appendix 3).

The Paperwork Dilemma
As you read the SSMASs, notice the distinction between the words
engagement and consultation. In chapter 4, Delivering Valued
Services, we acknowledge this same distinction but from a differ
ent angle. If you are working with a business whose most critical
resource is money, you need to limit your involvement to planning
meetings and To-Do-List Consulting. This level of work fits the
definition of consultation and, therefore, has minimal reporting re
quirements. Remember, reports and work-papers cost you time
and the client money.
When the client's critical resource is time or skill, then the CPA
often takes on a greater role in the completion of the work product.
This more detailed involvement normally falls within the defini
tion of engagement because techniques such as interviewing,
observation, research and analysis are utilized in the work.
Because this kind of project demands that the CPA perform or
supervise work with minimal client intervention, understandings
with the client should be documented. A layer of paperwork,
including plans, schedules, workpapers and reports, becomes a
requirement of this level of involvement.
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The point is this:
How you deliver your services has to be based on
the client's resources. If you perform an engage
ment when the client can only pay for a consulta
tion, no one will be satisfied. In other words, you
can only do the detailed work and paperwork when
the client's least critical resource is money. When
you balance your client's resources with the
requirements dictated by the standards of our pro
fession, everyone ends up winning.

The Rules Are Changing
One issue is certain: The only constant in life is change. The
MAS Standards were written contemplating the existence of thirdparty report recipients. However, consulting services have
broadened, and more often than not, are rendered solely for the
benefit and use of the client. This change in demand has rendered
the MAS Standards inadequate for governing the variety of
consulting work being performed today. For this reason, the
AICPA has developed an exposure draft of definitions and stand
ards for consulting services. The exposure draft (contained in
Appendix 4) shifts the focus from consulting work performed for
the use of a third party to work performed for the use of the client.
Much of the exposure draft focuses on definitions such as the
division of consulting services into six distinct categories. This is
significant because categorization allows separate guidelines to be
enacted controlling each variation of service.
While these proposed standards have not been finalized or
authorized, their existence clearly indicates that consulting is a
growing focus for CPAs. And as CPAs begin to further tap this
marketplace, expect consulting standards to continue to evolve.

Reinventing the Wheel Takes Too Much Time
In our experience, it is so much easier and quicker to edit work
than to create it. Appendix 5 (Engagement Control), Appendix 6
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(Cooperative Engagement Checklist), and Appendix 7 (Engage
ment Understandings) contain a total of 20 pages of sample
forms, letters, proposals and checklists. We included these, not
because they are ideally suited for your situation, but because they
are an excellent starting point.
These exhibits allow you to refine the wheel rather than reinvent it.
Take a few minutes and at least make a cursory review of each of
these samples. This way, as opportunities present themselves, one
of these may come to mind and hopefully save you hours of work.

In Summary
Because you are a CPA, you can count on your profession to con
tinue to guide your work with rules and regulations that many of
your consulting competitors won’t follow. At times, you may feel
these standards to be an albatross around your neck. Because of
this, some CPAs have elected to abandon their certificates in order
to gain a competitive edge in selling and delivering consulting
services.
We believe that consulting without a CPA certificate is a short
sighted move because CPAs have a significant long-term
advantage. There is no greater selling leverage than the reputa
tion and trust the public has bestowed on our profession.

Afterword
oT conclude, we would like to leave you with a few
thoughts on how to implement the concepts presented
in Small Business Consulting: Making It Work.
First, have each partner read this book. The cost is a little evening
reading. The reward: a thoughtful consideration of the firm's
future.
Second, once everyone has had time to re-think the value of con
sulting, call a meeting. Your primary objective is to decide
whether your firm is interested in formalizing your consulting
services.
Third, if the answer is yes, then a partner needs to be assigned the
responsibility of managing this project.
Fourth, the partner in charge of consulting should outline the
firm's position regarding these concepts:
Fortress, empire or other approach.
Services to be offered.
A marketing plan that outlines-Your anticipated client profile three years from
now,
Exposure vehicles to be used to attract interest
from your current andfuture clients,
Timing, frequency, cost and results expected
from each exposure alternative, and
Training programs to improve sales skills of
consulting CPAs.
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Firm training on delivering unbundled services
(balancing your client's available money, time and
skill).
Billing philosophy-Retainer or not?
Commissions or not?
Detailed or summary bills?
Frequency of billing?
Don't worry about getting everything perfect. Just do the best you
can. By thinking through these issues, you will gain a better
understanding of what you are trying to accomplish. Remember,
even if your ideas don't work, you will be way ahead of the game:
you'll know what isn't working, and therefore be positioned to
make some timely adjustments.
Fifth, seek agreement from the other partners regarding your plan
and obtain their full commitment.
Sixth, start implementation.
As we have said throughout this book . . . we feel that the success
of our profession lies in increasing the level of work we perform
for our clients. We need to become a part of their future, not
just a reporter of their pasts. By developing and formalizing
your consulting services, you will take a giant step in not only sur
viving the future, but prospering as well.

Appendixes

Appendix 1
Statement on Standards for
Management Advisory Services
Issued by the Management Advisory Services Executive Committee
(Original issue date: December 1981)

Definitions and Standards
for MAS Practice
1. CPAs have historically served as business advisors and consult
ants, performing functions that are described as “ management
advisory services (MAS).” In general, management advisory services
consist of advice and assistance concerning such matters as an
entity’s organization, personnel, planning, finances, operations, sys
tems, controls, and other aspects of current or proposed activities.
Such services are often closely related to the auditing, tax, and
accounting and review services that CPAs provide.
2. A management advisory service may range from a response to
an inquiry based only on the knowledge and experience of the indi
vidual practitioner consulted to one involving an extensive project.
For the purpose of Statements on Standards for Management Advis
ory Services, all such services are categorized as either MAS con
sultations or MAS engagements.1 Professional practices for each of
these two forms of MAS will be different; standards for each of them
will be provided in this and subsequent statements.2

1. MAS consultations were referred to as MAS “ informal advice” prior to the
issuance of this statement.
2. A series of Statements on Management Advisory Services was issued in the past
to provide practical advice on MAS. They are not enforceable under the AICPA Rules
of Conduct. Some of the material in those statements may be incorporated into future
MAS standards and practice aids. Until then, practitioners may continue to consult
such statements, although it should be recognized that future publications may
contain guidance that differs from the views expressed in those statements.
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Purpose
3. This statement is the first in a series that will
a. Provide guidance to enable members to comply with rule 201 of
the AICPA Rules of Conduct within the context of management
advisory services.
b. Establish, under rule 204 of the AICPA Rules of Conduct, other
standards deemed appropriate for such services.

Definitions
4. Certain terms are defined below for purposes of Statements on
Standards for Management Advisory Services.
Management advisory services (MAS). The management consulting
function of providing advice and technical assistance where the
primary purpose is to help the client improve the use of its capa
bilities and resources to achieve its objectives.3 For the purpose of
illustration, “ helping the client improve the use of its capabilities and
resources” may involve activities such as
a. Counseling management in its analysis, planning, organizing,
operating, and controlling functions.
b. Conducting special studies,4 preparing recommendations, pro
posing plans and programs, and providing advice and technical
assistance in their implementation.
c. Reviewing and suggesting improvement of policies, procedures,
systems, methods, and organization relationships.
d. Introducing new ideas, concepts, and methods to management.
MAS engagement. That form of MAS in which an analytical approach
and process is applied in a study or project. It typically involves
more than an incidental effort devoted to some combination of activi
ties relating to determination of client objectives, fact-finding, oppor
tunity or problem definition, evaluation of alternatives, formulation of
proposed action, communication of results, implementation, and
follow-up.

3. Recommendations and comments prepared as a direct result of observations made
while performing an audit, review, or com pilation of financial statements or while
providing tax services, including tax consultations, are not MAS as herein defined.
4. Statement on Auditing Standards 30, Reporting on Internal Accounting Control,
provides guidance on studies made for that purpose.
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MAS consultation. That form of MAS based mostly, if not entirely, on
existing personal knowledge about the client, the circumstances, the
technical matters involved, and the mutual intent of the parties. It
generally involves advice or information given by a practitioner in a
short time frame. Usually, information is received through discus
sions with the client and, by mutual agreement, is accepted by the
practitioner as represented. The nature of an MAS consultation and
the basis for the practitioner’s response are generally communi
cated to the client orally. The practitioner’s response may be defini
tive when existing personal knowledge is deemed adequate; other
wise, it may be qualified, in which case lim itations are stated. A
qualified response often reflects cost, time, scope, or other lim ita
tions imposed by the client’s specific circumstances.
MAS practitioner. Any Institute member in the practice of public
accounting while engaged in the performance of an MAS service
for a client, or any other individual who is carrying out MAS for a
client on behalf of any Institute member.5

Standards for MAS Practice
5. The following general standards apply to both MAS engagements
and MAS consultations. They are contained in rule 201 of the AICPA
Rules of Conduct, and apply to all services performed in the practice
of public accounting.6
Professional competence. A member shall undertake only those en
gagements which he or his firm can reasonably expect to complete
with professional competence.
Due professional care. A member shall exercise due professional
care in the performance of an engagement.
Planning and supervision. A member shall adequately plan and su
pervise an engagement.
Sufficient relevant data. A member shall obtain sufficient relevant
data to afford a reasonable basis for conclusions or recommendations
in relation to an engagement.

5. A member shall not permit others to carry out on his behalf, either with or without
compensation, acts which, if carried out by the member, would place him in violation
of the rules of conduct (See AICPA Professional Standards, Vol. 2, ET §92.04-.05
[Commerce Clearing House]).
6. The use of the terms “ MAS engagement” and “ MAS consultation” to differentiate
the two recognized forms of MAS is not intended to exclude MAS consultations from
the meaning of the term “ engagement” as it is used in rule 201.
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Forecasts. A member shall not permit his name to be used in con
junction with any forecast of future transactions in a manner that may
lead to the belief that the member vouches for the achievability of
the forecast.
6. The following technical standards apply to MAS engagements,
as defined in paragraph 4. They are established under rule 204 of the
AICPA Rules of Conduct. Technical standards for MAS consultations,
as defined in paragraph 4, may be established in future statements.
Role of MAS practitioner. In performing an MAS engagement, an
MAS practitioner should not assume the role of management or take
any positions that might impair the MAS practitioner’s objectivity.7
Understanding with client. An oral or written understanding should
be reached with the client concerning the nature, scope, and lim ita
tions of the MAS engagement to be performed.
Client benefit. Since the potential benefits to be derived by the client
are a major consideration in MAS engagements, such potential ben
efits should be viewed objectively and the client should be notified
of reservations regarding them. In offering and providing MAS en
gagements, results should not be explicitly or im plicitly guaranteed.
When estimates of quantifiable results are presented, they should be
clearly identified as estimates and the support for such estimates
should be disclosed.
Communication of results. Significant information pertinent to the
results of an MAS engagement, together with any limitations, quali
fications, or reservations needed to assist the client in making its
decision, should be communicated to the client orally or in writing.

Effective Date
7. This statement is effective for MAS rendered after May 1, 1982.

7. An Institute member or his employee might at times serve in the role of manage
ment for a client. The Statements on Standards for MAS do not apply to situations
in which the member or his employee serve in that role, but, under rule 101 of the
Rules of Conduct and Statement on Standards for Accounting and Review Services
no. 1, independence might be impaired for the purpose of an audit, review, o r com 
pilation of financial statements.

Appendix 2
Statement on Standards for
Management Advisory Services
Issued by the Management Advisory Services Executive Committee
(Original issue date: November 1982)

MAS Engagements
Introduction
1. Statement on Standards for Management Advisory Services (SSMAS)
no. 1, Definitions and Standards for MAS Practice, categorizes man
agement advisory services (MAS) as MAS engagements or MAS con
sultations.1 It defines an MAS engagement as
That form of MAS in which an analytical approach and process is
applied in a study or project. It typically involves more than an inci
dental effort devoted to some combination of activities relating to
determination of client objectives, fact-finding, opportunity or problem
definition, evaluation of alternatives, formulation of proposed action,
communication of results, implementation, and follow-up.
2. This statement provides guidance on the application of certain of the
standards set forth in SSMAS no. 1.

Nature of MAS Engagements
3. MAS engagements generally involve gathering and analyzing appro
priate information concerning the client’s business, operating results,
financial condition, systems and procedures, or other matters needed for
the development of conclusions and recommendations to assist a client
to achieve its objectives.
1. Recommendations and comments prepared as a direct result of observations made
while performing an audit, review, or compilation of financial statements or while providing
tax services, including tax consultations, are not MAS as defined in SSMAS no. 1.
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4. Engagements performed by MAS practitioners vary widely in size,
complexity, staffing and time requirements, and technical subject matter.
An MAS engagement may require the joint participation of the MAS
practitioner, the client, and other personnel with the skills required to
achieve the engagement objectives.
5. While performing an MAS engagement, a practitioner may be asked
to respond to a client inquiry on an MAS matter that is not related to the
engagement. The nature of the inquiry and the response in such circum
stances may fall within the definition of an MAS consultation, in which
case the standards for MAS consultations would apply.

Professional Competence in MAS Engagements
6. Professional competence in performing MAS engagements includes
an ability to identify and define client needs, select and supervise appro
priate staff, apply an analytical approach and process appropriate to the
engagement, apply knowledge of the technical subject matter under con
sideration, communicate recommendations effectively, and, when re
quired, assist in implementing recommendations.
7. An MAS engagement may require more than one individual and di
verse technical skills. The MAS practitioner should carefully assess the
combined abilities, education, and experience of the individuals on his
staff, or otherwise engaged by him, who are to participate in a specific
MAS engagement. In deciding whether he or his firm can reasonably
expect to complete the engagement with professional competence, the
MAS practitioner may also give consideration to the skills, education,
and experience of client personnel and personnel from other organiza
tions who have assumed responsibility for tasks related to the engage
ment.

Planning and Supervision in MAS Engagements
8. The MAS practitioner should plan and supervise an MAS engage
ment in a manner that provides reasonable assurance that the work is
conducted in accordance with the understanding with the client and with
the professional standards set forth in Statements on Standards for Man
agement Advisory Services and the AICPA Rules of Conduct.
9. If staff is needed, the MAS practitioner should determine that a suf
ficient number of persons with appropriate skills and experience are
available to perform the work.
10. A plan should be developed to guide the conduct, supervision, con
trol, and completion of the engagement. The plan should be modified, if
necessary, during the course of the engagement. Engagement planning
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should include consideration of the approach and tasks required to
achieve the engagement objectives.
11. Throughout an MAS engagement, the MAS practitioner should ex
ercise professional judgment concerning the level of documentation and
the amount of supervision required, based on the experience of the per
sons involved and the complexity and duration of the assignment.
12. An MAS engagement should be directed by an individual who is
competent to supervise the personnel assigned, evaluate the quality and
completeness of the work performed, and accept responsibility for suc
cessful completion of the engagement.

Sufficient Relevant Data in MAS Engagements
13. The MAS practitioner should obtain sufficient relevant data to com
plete an MAS engagement in a manner consistent with the understanding
with the client. Sufficient relevant data may be obtained by interview,
observation, review of client documents, research, computation, and
analysis. The nature and quantity of information that constitutes sufficient
relevant data will vary with the scope and circumstances of each en
gagement. It normally consists of information needed to analyze the
courses of action that might be considered. Sufficient relevant data in
clude information that supports conclusions or recommendations.
14. The MAS practitioner should exercise professional judgment in de
termining the nature and quantity of information required to develop
conclusions or recommendations that fulfill the objectives of the MAS
engagement. In making this determination, the MAS practitioner should
consider the objectives, nature, and scope of the engagement, the costs
of data gathering versus the benefits of added data, the intended use of
the engagement results, and related circumstances. The source, reliabil
ity, and completeness of the data, and any limitations thereof, should be
considered in forming and reviewing conclusions and recommendations.

Role of Practitioner in MAS Engagements
15. A pervasive characteristic of the practitioner’s role in an MAS en
gagement is that of being an objective adviser. In performing an MAS
engagement, the practitioner should not assume the role of manage
ment.2 Because of the various advisory services that may be performed
2. An Institute member or his employee might at times serve in the role of management
for a client. The Statements on Standards for MAS do not apply to situations in which the
member or his employee serve in that role, but, under rule 101 of the AICPA Rules of Conduct
and Statement on Standards for Accounting and Review Services no. 1, independence might
be impaired for the purpose of an audit, review, or compilation of financial statements.
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by the MAS practitioner and the singular responsibility of the client to
make all management decisions, the roles and responsibilities of all
parties should be clearly defined in the understanding with the client.
16. An MAS engagement should be structured to enable management
to make decisions on matters requiring action by providing for review
and approval of the engagement findings, conclusions, recommenda
tions, and other results. The implementation of any course of action
recommended during an MAS engagement must be authorized by
management.

Understanding With Client in MAS Engagements
17. Prior to undertaking an MAS engagement, the practitioner should
consider such matters as the following in reaching an appropriate under
standing with the client:
•

Engagement objectives

•

Nature of the services to be performed

•

Engagement scope, including areas of client operations to be ad
dressed and limitations or constraints, if any

•

Respective roles, responsibilities, and relationships of the MAS prac
titioner, the client, and other parties to the engagement

• The anticipated engagement approach, including major tasks and ac
tivities to be performed and, if appropriate, methods to be used
• The manner in which engagement status and results are to be com
municated
• Work schedule
•

Fee arrangements

18. The MAS practitioner should exercise professional judgment in
determining the nature and extent of documentation appropriate in
the circumstances. MAS engagements normally include a documented
understanding with the client, which may be in the form of an ac
cepted proposal letter, a confirmation letter, an engagement arrange
ment letter, a contract, or a file memorandum documenting an oral
understanding.
19. Written documentation of the understanding may not be appropriate
in some situations. Client confidentiality requirements or other engage
ment circumstances might explicitly preclude such documentation.
20. If circumstances require a significant change in the nature, scope,
or limitations of the services to be performed, the MAS practitioner should
modify his understanding with the client.
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Client Benefit in MAS Engagements
21. Before beginning an MAS engagement, the MAS practitioner should
obtain an understanding of the possible benefits, both tangible and in
tangible, that the client wishes to achieve.
22. The MAS practitioner should not guarantee results either explicitly
or implicitly. The ultimate achievability of results will depend on the ef
fectiveness of client management in implementing the MAS practitioner’s
recommendations and on client management’s ability to address changes
or uncertainties. The MAS practitioner should communicate to the client
reservations concerning the achievability of the anticipated benefits.
23. If potential benefits are quantified, they should be described as esti
mates, and the support for such estimates should be disclosed. If esti
mated benefits or estimated costs change significantly during an en
gagement, the client should be informed.

Communication of Results in MAS Engagements
24. The principal findings, conclusions, recommendations, or other
results of an MAS engagement, including the major facts and assump
tions upon which results are based, should be communicated to the
client, together with limitations, reservations, or other qualifications.
25. During lengthy or complex engagements, interim client communi
cation is desirable. Interim communication encourages client involve
ment and decision-making and keeps the client informed of results and
progress.
26. Final reports to a client may be written or oral depending on factors
such as
• The understanding with the client.
• The degree to which the engagement results are provided to the
client as the engagement progresses.
• The intended use of engagement results.
•

Sensitivity or significance of material covered.

• The need for a formal record of the engagement.
27. When an MAS practitioner does not issue a written report to the
client, a memorandum to the file should be considered, outlining matters
such as results achieved and documentation provided to the client.

Effective Date
28. This statement is effective for MAS engagements undertaken on or
after May 1, 1983.

Appendix 3
Statement on Standards for
Management Advisory Services
Issued by the Management Advisory Services Executive Committee
(Original issue date: November 1982)

MAS Consultations
Introduction
1. Statement on Standards for Management Advisory Services (SSMAS)
no. 1, Definitions and Standards for MAS Practice, categorizes man
agement advisory services (MAS) as MAS engagements or MAS con
sultations.1 It defines an MAS consultation as
That form of MAS based mostly, if not entirely, on existing personal
knowledge about the client, the circumstances, the technical matters
involved, and the mutual intent of the parties. It generally involves
advice or information given by a practitioner in a short time frame.
Usually, information is received through discussions with the client
and, by mutual agreement, is accepted by the practitioner as repre
sented. The nature of an MAS consultation and the basis for the
practitioner’s response are generally communicated to the client
orally. The practitioner’s response may be definitive when existing
personal knowledge is deemed adequate; otherwise it may be quali
fied, in which case limitations are stated. A qualified response often
reflects cost, time, scope, or other limitations imposed by the client’s
specific circumstances.

1. Recommendations and comments prepared as a direct result of observations made
while performing an audit, review, or compilation of financial statements or while providing
tax services, including tax consultations, are not MAS as defined in SSMAS no. 1.
Copyright © 1982 by the
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2. This statement provides guidance on the application of certain of the
general standards of the profession (see SSMAS no. 1) to MAS consul
tations and establishes certain technical standards applicable to MAS
consultations.

Nature of MAS Consultations
3. MAS consultations may occur concurrently with the performance of
other professional services, such as audit, review, or compilation of fi
nancial statements, tax services, or an MAS engagement. MAS consul
tations also may be the only type of service provided to a client. They
may entail advice concerning a single matter or continuing consultations
on a wide variety of matters. MAS consultations may occur casually in
telephone conversations, take place in nonbusiness settings, transpire
during periodic meetings at the client’s or practitioner’s offices, or may
entail specific written inquiries or responses.
4. MAS consultations may constitute a significant portion of a practi
tioner’s services to a client. Implicit and explicit understandings between
the practitioner and the client form the basis for client reliance on the
professional advice that is given. An MAS consultation generally is based
on the practitioner’s existing personal knowledge of the technical matters
in question and those aspects of the client’s financial, business, and,
perhaps, personal affairs to which the inquiry applies. Depending on the
inquiry, the practitioner’s response may be immediate or may be made
after reference to client file information and technical source materials,
discussions with colleagues, or consideration of the advantages, disad
vantages, and financial consequences of available alternatives.
5. Examples of MAS consultations include: advice in the form of explicit
recommendations, guidance on a suggested course of action or method
of inquiry, limited analysis of options or the advantages and disadvan
tages of alternative actions, and fact finding in the form of limited tech
nical research on a specific matter.

Interpretations of General Standards
6. The following paragraphs interpret general standards of the profession
(see SSMAS no. 1) as they apply to MAS consultations.
Due Professional Care in MAS Consultations
7. In an MAS consultation, the practitioner should exercise professional
care that
• The advice furnished is clearly communicated.
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• The advice and the manner in which it is given do not generate a de
gree of reliance that is inappropriate in light of qualifications that apply
to the advice.
Planning and Supervision in MAS Consultations
8. The nature and extent of planning in an MAS consultation will vary
with the complexity of the inquiry and the entity involved and usually will
be entirely a mental process that includes the following steps:
•

Understanding of the inquiry and nature of service requested by the
client

•

Consideration of knowledge of the entity and the subject of the inquiry

•

Determination of steps to be taken to respond to the inquiry

If staff is used, supervision required will depend upon their qualifications
and experience.
Sufficient Relevant Data in MAS Consultations
9. In an MAS consultation, the practitioner often is furnished with infor
mation by a client that is not verified, corroborated, or reviewed by the
MAS practitioner. When this is the case, the client should be informed
that the advice given is dependent upon the accuracy and completeness
of the unverified client information.
10. The MAS practitioner should consider whether the information pro
vided is relevant to the matter at issue and whether it appears to be suf
ficient to provide a basis for a definitive response to the client. If the
practitioner does not obtain sufficient relevant information for that pur
pose, the practitioner should consider whether a qualified response can
be given or whether a response cannot be given without further study
and analysis.

Technical Standards for MAS Consultations
11. The following technical standards apply to MAS consultations. They
are established under rule 204 of the AICPA Rules of Conduct.
Role of MAS practitioner. In performing an MAS consultation, an MAS
practitioner should not assume the role of management or take any posi
tions that might impair the MAS practitioner’s objectivity.2
2. An Institute member or his employee might at times serve in the role of management
for a client. The Statements on Standards for MAS do not apply to situations in which the
member or his employee serve in that role; but, under rule 101 of the AICPA Rules of Con
duct and Statement on Standards for Accounting and Review Services no. 1, independence
might be impaired for the purpose of an audit, review, or compilation of financial statements.

MAS Consultations

267

Understanding with client. An oral or written understanding should be
reached with the client concerning the nature, scope, and limitations of
the MAS consultation to be performed.
Client benefit. Since the potential benefits to be derived by the client are
a major consideration in MAS consultations, such potential benefits
should be viewed objectively and the client should be notified of reser
vations regarding them. In offering and providing MAS consultations, re
sults should not be explicitly or implicitly guaranteed. When estimates of
quantifiable results are presented, they should be clearly identified as
estimates, and the support for such estimates should be disclosed.
Communication of results. Significant information pertinent to the results
of an MAS consultation, together with any limitations, qualifications, or
reservations needed to assist the client in making its decision, should be
communicated to the client orally or in writing.
Role of Practitioner in MAS Consultations
12. In the conduct of an MAS consultation, the MAS practitioner often
functions as a general business adviser presenting recommendations to
a client faced with decisions to make. The circumstances under which
the service is provided require the MAS practitioner to recognize and
seek to minimize the possibility that the client might erroneously conclude
that the practitioner has
• Assumed responsibility for making the required decisions.
• Guaranteed, through his recommendations, the implicit or explicit
benefits the client seeks.
•

Predicated his advice on full consideration of all relevant information.

Client Understanding and Communication of Results in MAS
Consultations
13. In MAS consultations, the client inquiry, understanding between
parties, and practitioner response often occur in the same conversation.
In such an environment, the practitioner, the client, or both may presume
that the other has a knowledge and understanding of pertinent matters
that actually were not communicated to the other party. The MAS prac
titioner should recognize this possibility for misunderstanding and take
reasonable steps to prevent it by giving attention to matters such as
• The specific or general nature of advice sought.
• The financial and operational significance of the advice given.
• The limitations, lack of certainty, or incompleteness of the information.
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• The complexity of the inquiry, the advice, or the conditions or qualifi
cations that might attach to the practitioner’s response.
14. The nature and form of communication with a client in an MAS con
sultation is a matter of professional judgment. In many cases, especially
in connection with the practitioner’s general advisory role, circumstances
will dictate that the understanding with the client and practitioner response
be oral; in some cases the combination of circumstances in an MAS
consultation might justify written communication to the client.

Effective Date
15. This statement is effective for MAS consultations occurring after
May 1, 1983.

Appendix 4
Exposure Draft: Proposed Statement on
Standards for Consulting Services

DEFINITIONS AND STANDARDS
INTRODUCTION

1. Consulting services CPAs provide to their clients have evolved from
advice on accounting-related matters to a wide range of services applying
diverse technical disciplines, industry knowledge and consulting skills. Most
practitioners, including those who provide audit and tax services, also provide
business and management consulting services to their clients.
2. Consulting services differ fundamentally from the CPA’s function of
attesting to the assertions of other parties. In an attest service, the practitioner
expresses a conclusion about the reliability of a written assertion that is the
responsibility of another party—the asserter—and that is generally for the
benefit or use of a third party or parties. Much of the regulation and profes
sional standards for attest services contemplates the existence of a third party.
Consulting services are distinct from attest services in that the practitioner is
responsible for any findings presented, the scope of work is solely the subject
of an agreement between the practitioner and client, and generally the work
is performed for the use and benefit of the client without obligation to a third
party.
3. Historically, CPA consulting services have been commonly referred to
as management consulting services, management advisory services, business
advisory services, or management services. A series of Statements on Stand
ards for Management Advisory Services (SSMASs) previously issued by the
AICPA contained guidance on certain types of consulting services provided by
members. This Statement on Standards for Consulting Services (SSCS) super
sedes the SSMASs and provides standards of practice for a broader range of
professional services, as described in paragraph 5.

269

270

Small Business Consulting

4. This SSCS and any subsequent SSCSs apply to all AICPA members in
public practice whenever they provide consulting services as defined herein.
DEFINITIONS

5.

Terms established for the purpose of the SSCSs are as follows:

Consulting Services Practitioner. Any AICPA member who is in the practice
of public accounting while engaged in the performance of a consulting service
for a client, or any other individual who is carrying out a consulting service for
a client on behalf of any Institute member or member’s firm.
Consulting Process. The analytical approach and process applied in a consult
ing service. It typically involves some combination of activities relating to
determination of client objectives, fact-finding, opportunity or problem defi
nition, evaluation of alternatives, formulation of proposed action, communica
tion of results, implementation, and follow-up.
Consulting Services. Professional services that employ the practitioner’s tech
nical skills, education, observations, experiences, and knowledge of the
consulting process to help the client improve the use of its capabilities and
resources.1 Consulting services may include one or more of the following
types:
a. Consultations, in which the practitioner’s function is to provide counsel in
a short time frame based mostly, if not entirely, on existing personal knowl
edge about the client, the circumstances, the technical matters involved,
client representations, and the mutual intent of the parties. Examples of
consultations are reviewing and commenting on a client-prepared business
plan and suggesting computer software for further client investigation.
b . Advisory services, in which the practitioner’s function is to develop findings,
conclusions, and recommendations for client consideration and decision
making. Examples of advisory services are an operational review and
improvement study, assisting with strategic planning, and defining require
ments for an information system.
c . Implementation services, in which the practitioner’s function is to put into
effect an action plan. Client personnel and resources may be pooled with
the practitioner’s to accomplish the implementation objectives. The practi
tioner is responsible to the client for the conduct and management of
engagement activities. Examples of implementation services are computer
system installation and support, the execution of steps to improve produc
tivity, and assisting with the merger of organizations.
1The definition of consulting services excludes the following:
Services covered by Statements on Auditing Standards, Statements on Standards for Attesta
tion Engagements, or Statements on Standards for Accounting and Review Services
(SSARSs)
b. Other accounting services as described in paragraph 2 of SSARS No. 1
c . Personal financial planning, tax return preparation, tax planning, and tax representation
a.
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d . Transaction services, in which the practitioner’s function is to facilitate
a specific client transaction or process, generally with a third party. The
practitioner’s obligation is to the client, not the third party. Examples of
transaction services are insolvency services, valuation services, prepara
tion of information for obtaining financing, analysis of a potential merger
or acquisition, and litigation services.
e . Staff and other support services, in which the practitioner’s function is to
provide appropriate staff and possibly other support to perform tasks
specified by the client. The staff provided will be directed by the client as
circumstances require. Examples of staff and other support services are
data processing facilities management, com puter programming,
bankruptcy trusteeship, and controllership activities.
f . Product services, in which the practitioner’s function is to provide the client
with a product, together with professional services in support of the instal
lation, use, or maintenance of the product. Services of this type include
supporting an employee handbook or the installation of computer software.
STANDARDS FOR CONSULTING PRACTICE

6. The general standards of the profession are contained in rule 201 of the
AICPA Code of Professional Conduct (AICPA, Professional Standards, vol. 2,
ET sec. 201.01) and apply to all services performed by members. They are as
follows:
Professional Competence. Undertake only those professional services that the
member or the member’s firm can reasonably expect to be completed with
professional competence.
Due Professional Care. Exercise due professional care in the performance of
professional services.
Planning and Supervision. Adequately plan and supervise the performance of
professional services.
Sufficient Relevant Data. Obtain sufficient relevant data to afford a reasonable
basis for conclusions or recommendations in relation to any professional serv
ices performed.
7. The following additional general Standards for Consulting Services are
promulgated to address the distinctive nature of consulting services, in which
the practitioner concentrates on client needs, in which there is no direct third
party responsibility, and in which the understanding with the client may estab
lish valid limitations on the practitioner’s p erform ance of services. T hese
Standards are established under rule 202 of the AICPA Code of Professional
Conduct (AICPA, Professional Standards, vol. 2, ET sec. 202.01).
Client Interest. Serve the client with integrity and objectivity as defined in the
Code of Professional Conduct, placing the client’s interest ahead of the practi
tioner’s personal or business objectives.
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Understanding With Client. Establish with the client a written or oral under
standing about the responsibilities of the parties and the nature, scope, and
limitations of services to be performed, and modify it if circumstances require
a significant change during the engagement.
Communication With Client. Inform the client of (a) potential conflicts of
interest for the practitioner pursuant to interpretations of rule 102 of the Code
of Professional Conduct, (b) significant reservations concerning the scope or
benefits of the engagement, and (c) significant engagement findings or events.
8. Professional judgment must be used in applying Standards for Consult
ing Services in a specific instance since the oral or written understanding with
the client may establish constraints within which services are to be provided.
For example, the understanding with the client may limit the practitioner’s
effort with regard to gathering relevant data. The practitioner is not required
to decline or withdraw from a consulting engagement when the agreed-upon
scope of services includes such limitations.
CONSULTING SERVICES FOR ATTEST CLIENTS

9. Members and their firms performing attest services for a client must
comply with applicable independence rules and regulations issued by the
AICPA, the state boards of accountancy, state CPA societies, and other regula
tory agencies. Thus, certain consulting services for attest clients may be
prohibited; however, in general, the performance of consulting services for an
attest client does not, in and of itself, impair independence.

Appendix 5
MAS Engagement Control Forms and Checklists
MAS Engagement Acquisition Control Form

Data for Prospective MAS Client
Name _____________________________________________ __ —
Address .____________________________________________________________
(street)

(city)
Nature of Business

(state)

(zip code)

□ New Client
□ Current or Previous Client for:
□ Audit
□ Review
□ C o m p ila tio n
Tax
□ MAS (nature of work) ____________________________________________
□ Other (describe) _________________________________________________
Partner(s) for Above __________________________________________________

initial Contact Data
Contact’s Name ____ ___ _____________________________________________
Contact’s Position ____________________________________________________
Contact Partner or Staff Member ---------------------------------------------------------------Date of Contact _________________ Location ----------------------------------------------Brief Description of Contact ___________________________________________

Acquisition Partner ____________________________ Date Assigned ________
Principal Contact If Different ____________________ Date Assigned ________

Initial Assessment
Nature and Scope of Potential MAS Engagement ----------------------------------------

Evaluation of MAS Engagement Probability ----------------- %
Proposal Deadline Date ____________________________

The forms, checklists and sample correspondence presented in this appendix are reprinted from
D eveloping an MAS Engagement Control Program (Management Advisory Services Practice
Administration A id 1), N ew York, AICPA, 1984.
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Initial Engagement Planning Form
Client ___________________________________

Number ____________

From

1

To
From

2

To
From

3

To
From

4

To
From

5

To
From

6

To
From

7

To
From

8

To
Prepared by

Date

Approved by

Date

ESTIMATE
TOTALS

From
to

Staff
Staff
Staff
Staff

Manager

Range

Client
Partner

Task Description

Engagement
Partner

Estimated Time
(Days □
Hours □ )

TOTALS
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Estimated Fee Computation

Time Range

Fee Range

Rate
From

To

Client Partner

From

To

$

$

$

$

$

$

Engagement Partner
Manager
Staff
Staff
Staff
Staff
FEE ESTIMATE TOTALS
Other Charges
Report & Multilith
Travel
Contingency

TOTALS

Notes

Prepared by

Date

Approved by

Date

Reviewed by

Date

Reviewed by

Date
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Engagement Letter
(CPA Firm’s Letterhead)

Date
Mr. David Simpson, President
Atlas Manufacturing Corporation
Smithville, Ohio 12345
Dear Mr. Simpson:
This letter outlines our understanding of the arrangements we made in your
office yesterday relative to assisting Atlas Manufacturing Corporation in obtaining
new financing.
NATURE AND SCOPE OF WORK
We shall perform a study of Atlas’s financing needs and the underlying rea
sons for these needs. Based on the study, we shall advise you concerning the
amount needed, the sources of funds, and the methods of financing available
to you. We shall assist you in evaluating the alternatives and in choosing the
source and method best suited to you.
Having determined the amount needed, the purpose, the source, and the
method, we shall assist you in preparing a business plan and other documents
necessary to make an effective presentation of your needs to the financing
source. We shall assist you in the presentation and the negotiations of the fi
nancing terms and conditions, as necessary.
ROLES
To provide an effective framework for this engagement, both parties must
have a clear understanding of their respective roles.
Our firm’s role encompasses the following:
•

Gathering data about the history and finances of the business

•

Analyzing the business’s financial requirements

•

Identifying sources and methods of financing suited to your needs

•
•

Assisting in the evaluation of the financing sources and methods
Assisting in the preparation of a business plan

•

Assisting in the preparation of the financing application package (docu
ments)
Assisting in the presentation of the application package and in negotiations
of terms and conditions

•

Your company’s role encompasses the following:
•

Providing financial records and other data that we request

•

Making your key people available for interviews and conferences

•

Making timely decisions on the various aspects of this engagement

•

Cooperating with our staff in developing the business goals and objectives
necessary to prepare a workable business plan

Engagement Control
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Our firm's role is essentially one of assisting, evaluating, and advising; al
though we will exert our best efforts, we offer no assurance that financing will be
obtained.
RESULTS AND BENEFITS
The tangible results of this engagement will be (1) a written business plan,
which clearly defines the objectives and goals of the business and outlines the
manner in which they are to be achieved and (2) the financing or funding package
necessary for adequate presentation of your needs to a financing source. The
intangible results of this engagement should include (1) a better understanding
of objectives and goals by key management personnel and (2) a better under
standing of the opportunities and challenges facing the business and the re
sources available for dealing with them.
TIME AND DURATION
We are beginning work on this engagement immediately and expect to com
plete it in approximately ten weeks. This timetable assumes adequate cooperation
by your personnel and ready availability of the data required for the preparation
of necessary documents.
ENGAGEMENT COMPLETION
We shall consider the engagement complete when all documents necessary
for the funding-needs presentation are complete and a “ best effort” presentation
has been made. At this time we shall provide you with a letter advising that the
engagement is complete. If funding is not received after this presentation and
you wish us to assist you in making presentations to alternate sources, you may
extend this engagement by notifying us of your intent in writing.
If, during the course of the engagement, either of us becomes aware of facts
or circumstances that would preclude a successful conclusion of the engage
ment, the engagement may be terminated by one party notifying the other in
writing.
FEES AND PAYMENTS
Our fees for this engagement are based on time expended at our standard
hourly rates. Any out-of-pocket expenses will be billed in addition to our fees.
Our normal practice is to issue monthly invoices for the fees and expenses
incurred as the work progresses. Our invoices are payable upon receipt.
CONCLUSION
If any part of this letter differs from your understanding of this engagement,
please notify us at once so that we can establish a proper mutual understanding.
We appreciate this opportunity to serve Atlas Manufacturing Corporation and
look forward to a mutually profitable association.
Sincerely,

(Signer’s Name and Title)
(Firm Name)
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150

Develop conversion standards for each cost center

Implement and follow up

30

40

20

30

10

Develop labor standards for each cost center

2

Establish normal capacities for all cost centers

25

13

5

Develop general accounting procedures

30

45

10

10

10

10

Develop material costs and yield standards

5

25

Develop cost accounting procedures

Develop production reporting procedures

20

3

Establish cost centers

Financial and responsibility reports

5

20

Identify products

Administrative and general

460

80

42

60

43

12

30

35

70

30

13

15

30

CPA
_________________ Task_________________ Firm Client Combined

Estimated Man Days

Overall Program for Designing and Installing a
Standard Cost and Reporting System
Week Ending

Engagement Work Program Gantt Chart for Complex Engagement
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Determine the basic requirements for devel
oping flowcharts by taking into account—
a. Requirements for management reports.
b. Reporting cycle (frequency of prepara
tion).
c. Data processing requirements.

For each cost center perform the following
work:
a. Using the cost center specification sheets,
list the information required for reporting
actual cost and calculate standard earn
ings and variances and the timing for
developing the information require
ments.
b. Determine the most practical method of
obtaining the necessary information.
Coordinate the cost information require
ments with the plant production report
ing requirements.

Revise the standard cost work sheets and
production orders to accommodate the new
accounting and management reporting in
formation requirements.

Prepare flowcharts in rough form. Indicate
paperwork volume and timing where appli
cable.

Establish personnel and processing require
ments based on projected work loads.

1.

2.

3.

4.

5.

Develop cost accounting procedures:

__________________ Task__________________

________
--------------

__________

_________________
------------------------------

__________________

__________________

__________

__________

__________

________

________

________

________

__________

_________________

__________________

________

__________

_________________

------------------

________

Client

__________

CPA
Firm

_______Estimated_______

_________________

Responsibility
________ of________

________

________

________

________

________

________
--------------

________

Actual

____________ Man Days____________
End
Date

_________

_________

______ _________

______ _________

______

______

______ _________

______ _________
---------- ----------------

______ _________

Start
Date

Engagement Work Program— Segment Detail of a Complex Engagement

___________

___________

___________

___________

___________

___________
-------------------

___________

Comments
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Review flowcharts and personnel require
ments to determine that—
a. They have been prepared on a consist
ent basis.
b. They fulfill information requirements for
both content and frequency.
c. They provide the necessary paperwork
requirements.

Review the procedures used in accounting
for rejected and returned goods, and incor
porate them into the cost accounting system.

Establish the policies for reporting labor and
expenses, and design reporting and distri
bution procedures.

Develop procedures for establishing ac
countability of incoming raw materials and
returned goods.

Determine the procedures to be used in ac
counting for service cost centers (e g., Re
pair and Maintenance Cost Center).

Prepare written procedures and have them
typed.

Review them with local branch personnel
and division and corporate management,
and obtain their approval.

Train cost accounting personnel in all phases
of the new system.

6.

7.

8.

9.

10.

11.

12

13

__________________ Task __________________
Develop cost accounting procedures:

Responsibility
________ of________

CPA
Firm
Client

_______ Estimated_______
Actual

____________ Man D a y _
s___________
Start
Data

End
Data

Comments
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Audit Liaison

Client Approval

Progress Meetings to B e h e ld

Engagement Reviewer

Estimated Fee

Client Liaison

Engagement Subtasks (and comments, if any)

Staff

Engagement Director

Code No.

Resp.
of

Start
Date

End
Date

Fee

Est.
Hours

Revised Est.
Date Hours

Concise Description of Engagement and Its Purpose

Address

Date

Prepared by

Client

MAS Engagement Work Program, General Format

Actual
Hours
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MAS Engagement Time Control Form
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Engagement Control
MAS Engagement Control Checklist*

Activity/Task

Enter check
or NA

A. Planning
1. Engagement work program developed.
2. Appropriate staff assigned.
3. Hour estimates and target dates checked for reasonableness.
4. Work program reviewed by appropriate parties (firm and
client).
5. Deviations (if any) from initial understanding approved
by client.

□
□
□
□
□

Signature of Reviewer
Date
B. Management and Execution
1. Engagement work program revised to reflect any changes
in understanding.
2. Hour estimates and target dates monitored periodically
against progress.
3. Engagement progress reviewed periodically with client
partner.
4. Engagement progress reviewed periodically with client.

□
□
□
□

Signature of Reviewer
Date
C. Engagement Conclusion
1. Completion of tasks in work program verified.
2. Engagement file checked for appropriate documentation.
3. Tentative findings, conclusions, and recommendations reviewed informally with appropriate parties (firm and client).
4. Final technical review conducted.
5. Final objective general review conducted.
6. Results communicated to client.
7. Follow-up visit scheduled.
8. Follow-up visit conducted.
9. Engagement file closed.
Signature of Reviewer
Date

*Backup documents, when appropriate, should be in the engagement file

□
□
□
□
□
□
□
□
□

Appendix 6
Cooperative MAS Engagement Checklist
Cooperative MAS Engagement Checklist
MAS engagement arrangements are often established when submitting a proposal
to the client. Before preparing a proposal for a cooperative MAS engagement, a
practitioner needs to consider matters such as the following:
1. Is the nature of the relationship among participants clear?
2. Are the nature and substance of the relationship between each participant and
the client clear?
3. Does each participant understand the relevant provisions of the agreement with
the ultimate client?
4. Were representations made, to the client or others, that would suggest
arrangements other than those that exist?
5. Has the period of the agreement been established in terms of expected starting
and completion dates or events?
6. Were procedures for possible changes in the engagement or in the relationship
among participants established?
7. Have special requirements imposed by the client been covered? (Services for
government entities warrant particular attention in this respect.)
8. Have professional standards and ethics that are to apply to all participants
(including those parties normally not affected by them) been communicated?
9. Have fees and expenses and the procedures for their determination, billing,
and collection been agreed on, together with provisions such as early termina
tion, penalty payments, or liquidated damages?
10. Have participants’ rights to writings, ideas, concepts, and patents been estab
lished, especially when one participant is expected to bring specialized or pro
prietary knowledge to an engagement?
11. Have key personnel to be provided by participants been specified, by name if
appropriate, with a clear indication of the extent of their involvement?
12. Has independent contractor status, as distinguished from that of employee or
agent, been established when appropriate?
13. Have insurance requirements, such as workman’s compensation, professional
liability, performance bonds, or other appropriate indemnifications among the
parties, been established?
14. Have facilities to be provided by each participant, such as working space and
clerical and support services, been covered?
15. Have ownership, retention, and access to work papers been established?
16. Has a work program covering each participant's performance, work products,
documentation, and schedule requirements been established?
17. Have internal progress-reporting procedures been defined?
18. Have reports to clients been agreed on (for example, frequency, format,
responsibility for preparation, -participants’ rights to review, resolution of dis
agreements among participants, and right of direct access to the client)?
19. Have prerogatives relating to any future engagements with the same client
been defined?
From Cooperative Engagements an d Referrals (Management Advisory Services Practice
Administration Aid 2), N ew York, AICPA, 1986.
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Appendix 7
Sample Engagement Understandings

SAMPLES OF WRITTEN ENGAGEMENT
UNDERSTANDINGS

A written MAS engagement understanding may involve a proposal letter,
a confirmation letter, an engagement letter, or a contract, as described
in part 1. In some cases, more than one of these forms may be used in
the same engagement. The samples that follow illustrate some of the
differences that might occur in the four types of communication using
the same engagement data. A practitioner determines which form or
forms to use in a specific engagement by the way in which the engage
ment develops through contacts with the prospective client. The contract
form is generally used when a government client is involved.

From Communicating With Clients About MAS Engagement Understandings, Management Advisory
Services Practice Administration Aid 5 (New York, AICPA, 1988). This Practice Aid also contains
fifteen sample proposals/engagement letters for specific services, illustrating the diversity o f M AS
engagements and the flexibility in letter format and content necessary in communicating with clients.
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Sample Proposal Letter
[CPA Firm Letterhead]
June 15, 19XX

Mr. John L. Grimes, President
Volt Electronics, Inc.
9819 Jefferson Ave.
Chargeville, OR 99999
Dear Mr. Grimes:
As a result of our preliminary meeting last week, I am pleased to propose
services to help you meet your company's inventory control needs.
The primary concern you expressed re'ates to the inventory mix, with its
inability to respond to customer demand on a timely basis. You also expressed
concern about the need for a system to document the transfer of inventory items
between warehouses and other locations. In addition, you mentioned that five
warehouses are still using the same physical layout as ten years ago, despite
extensive changes in product lines and product sales during that period.
On the basis of our discussions, we believe Volt Electronics, Inc., would benefit
from an automated inventory control system, which would incorporate the inven
tory transfers between warehouses and other locations. We believe you can use
your existing computer and that available inventory control software can be mod
ified to accomplish these goals. In addition, a review of the physical layout at
the five warehouses is needed to determine if changes are necessary.
Engagement Scope and Approach
From our conversations with you and other members of the warehouse and
inventory control department, we know that implementing a new system requires
significant preparation. Certain system details, such as physical inventory flows
and a new warehouse layout design, must be ready once the general system
parameters have been prepared.
Our overall approach is to provide a step-by-step plan, which will enable us
to identify issues and provide project leadership. To accomplish this, we will
review your current facilities, procedures, and personnel. We will also interview
your staff affected by the engagement. In addition, we will document the existing
situation and its problems as well as the potential solutions. We propose to
conduct the work in two phases, as described below.
Phase 1— Preimplementation Planning
In phase 1 we will develop a detailed list of tasks and propose timetables to
complete them in order to implement your inventory control system. Essentially
we will evaluate and advise, although we will also help develop and design the
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engagement output. During the preimplementation planning phase of this project,
we will do the following:
• Gather and analyze inventory data.
• Evaluate alternative methods of inventory analysis.
• Help prepare an inventory control plan.
• Help select and modify inventory control software.
• Gather and analyze existing transfer documents.
• Help develop the new transfer documentation system.
• Examine storage facilities, traffic patterns, and physical inventory flows in the
five designated warehouses.
• Help design new warehouse layouts.
We expect you to do the following:
• Provide the necessary records or documents.
• Make your staff available for interviews and conferences.
• Cooperate with our staff in developing solutions.
Phase 2— Implementation Assistance
After concluding the preimplementation planning, we can provide implemen
tation guidelines. In this regard, we suggest a second phase to our engagement.
When we deliver our report, we can discuss our respective roles in implementing
and training your personnel in using the improved forms, procedures, and sys
tems. We would guide your personnel in implementing the system. This phase
of the project includes the following tasks:
• Install the appropriate software modules.
• Enter historical data (for example, prior period balances).
• Enter budget data (for example, defective returns).
• Test the system.
• Develop reports from the structures defined in phase 1.
• Initiate "live” processing when satisfied with the results of the above tasks.
Once the modules are in place and operating properly, we also suggest a
postimplementation review of the system. This review would assess the need for
other system modules as well as enhancements to the existing modules.
Anticipated Results and Potential Benefits
If implemented and operated as anticipated, the new systems and warehouse
layout could result in—
• Lower inventory levels.
• A more profitable sales mix.
• Less warehouse space needed.
• More efficient warehouse operations.
• Control over the physical inventory transfers.
• Provision for a perpetual inventory system.
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Project Completion
The project’s schedule is affected by anticipated software installation dates,
as well as the ability of your personnel to allot time to the project. We urge that
you initiate phase 1 immediately to expedite implementation. With the full co
operation and participation of your staff, we believe we can complete phase 1
in two to three weeks. Phase 2 will take a minimum of one month.
We will consider phase 1 concluded when we have completed all formulas,
designs, and documents and presented them to you. At that time we will provide
you with our report and our proposal to provide additional services, if desired.
Assuming adequate participation by your management for approval of various
planning components, we may be able to overlap portions of the second phase
with the first. For example, once the transfer documents are developed, the data
can be input into the system.
If, during the course of the engagement, either of us becomes aware of
circumstances that would preclude a successful conclusion, either party may
terminate the engagement by notifying the other party in writing.
Project Staffing
I will head the consulting team and be responsible for the overall management
of the engagement. Neal Newley, a senior staff consultant, will be responsible
for the engagement's day-to-day conduct.
Project Costs
We base our consulting fees on time actually spent at our standard billing
rates, plus any out-of-pocket expenses at cost. We estimate that the first phase
of the project will amount to $XX,XXX, depending on the degree of involvement
by your personnel. Should anything arise that would adversely affect the perfor
mance of the engagement in the prescribed time or within the aforementioned
fee range, we will inform you immediately.
If the foregoing is acceptable to you, please return a signed copy of this
proposal to me to confirm the engagement. We appreciate the opportunity to
present our proposal for your consideration. We believe that we can be of sig
nificant assistance to you and welcome the opportunity to do so. If you have any
questions regarding this proposal, please do not hesitate to call me.
Sincerely,

Ray Richards, CPA

Accepted by______________________ _

Date
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Sample Confirmation Letter
[CPA Firm Letterhead]
June 30, 19XX
Mr. John L. Grimes, President
Volt Electronics, Inc.
9819 Jefferson Avenue
Chargeville, OR 99999
Dear Mr. Grimes:
We are pleased and enthusiastic that you have accepted our proposal to
assist in improving Volt Electronic’s inventory management systems. Our en
gagement will include the items set forth in our proposal letter dated June 15,
19XX.
Upon concluding the initial phase of the engagement, we can provide im
plementation guidelines. In this regard, we suggest a second phase to our en
gagement. When we deliver our report, we can discuss our respective roles in
implementing and training your personnel in using the improved forms, proce
dures, and systems. Our proposal to provide additional services, if desired, will
be submitted at that time.
Please acknowledge your acceptance by signing this letter and returning one
copy to us together with your check for $X,XXX. Thank you for retaining us. We
hope this will be the beginning of a long and mutually beneficial relationship;

Sincerely,

Ray Richards, CPA

Approved_________________________
President

Date
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Sample Engagement Letter
[CPA Firm Letterhead]
June 25, 19XX
Mr. John L. Grimes, President
Volt Electronics, Inc.
9819 Jefferson Avenue
Chargeville, OR 99999
Dear Mr. Grimes:
I appreciated the opportunity to meet with you and your associate, Jim Watts,
regarding your company and its inventory control system. You expressed a desire
for an improved inventory mix, better warehousing, and greater control over
inventory transfers. This letter outlines our understanding of the agreement we
reached to assist you in meeting your company’s inventory control needs.
Engagement Objectives
The objective of our engagement is to provide you with recommendations for
(1) improving your inventory mix, (2) creating a new physical layout for the five
warehouses, and (3) establishing a transfer-documentation system.
Engagement Scope
The scope of the engagement will involve those company operations dealing
with inventory analysis and handling. We will include the five warehouse locations
and branches in the engagement. The engagement will last four weeks. It is
scheduled to begin on July 1, 19XX, and end on July 31, 19XX. We should
complete the inventory mix portion of the engagement in one week, the ware
housing portion in two and a half weeks, and the transfer system in four weeks.
We will perform all work in accordance with the Statements on Standards for
Management Advisory Services promulgated by the American Institute of Cer
tified Public Accountants.
Engagement Approach
We will review your current facilities, procedures, and personnel. We will also
interview your staff affected by the engagement. In addition, we will document
the existing situation and its problems as well as the potential solutions.
Roles
To efficiently complete the engagement, both parties need a clear under
standing of their respective roles. Our firm ’s role is essentially one of evaluating
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and advising, although we will be involved in developing and designing the
engagement output. Our firm will do the following:
• Gather and analyze inventory data.
• Evaluate alternative methods of inventory analysis.
• Assist in preparing an inventory control plan.
• Examine storage facilities, traffic patterns, and physical inventory flows in the
warehouse.
• Assist in designing a new warehouse layout.
• Gather and analyze existing transfer documents.
• Assist in developing the transfer-documentation system.
Your company will do the following:
• Provide the necessary records or documents we request.
• Make your staff available for interviews and conferences.
• Cooperate with our staff in developing solutions.
Engagement Staffing and Scheduling
As we stated earlier, the project will begin on July 1, 19XX, and we expect
to complete it in four weeks. During this period your staff will be involved as much
as possible, especially your warehouse foreman and yourself to some degree.
The more involved your staff is, the easier it will be for them to adapt to the
proposed changes.
I will supervise the consulting engagement. Neal Newley, who has conducted
many similar projects over the last ten years, will be in charge of the fieldwork.
Engagement Review
Each week during the engagement, we will meet with you to discuss the
progress made. If there has been any difficulty, or if changes to the engagement’s
scope or objectives have become necessary, we can determine revisions to the
engagement plan and agree on them.
Engagement Output
Our report to you will include detailed recommendations for—
• An inventory analysis system.
• A new warehouse layout.
• A transfer-documentation system.
If applicable, we will present other recommendations based on our findings
for your consideration.
Anticipated Results and Potential Benefits
If implemented and operated as anticipated, the new systems and warehouse
layout could result in—
• Lower inventory levels.
• A more profitable sales mix.
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• Less warehouse space needed.
• More efficient warehouse operations.
• Control over the physical inventory transfers.
• Provision for a perpetual inventory system.
Project Completion
We will consider the project concluded when we have completed all formulas,
designs, and documents and presented them to you in our report.
If, during the course of the engagement, either of us becomes aware of
circumstances that would preclude a successful conclusion of the engagement,
either party may terminate the engagement by notifying the other party in writing.
After concluding the preimplementation planning, we can provide implemen
tation guidelines. In this regard, we suggest a second phase to our engagement.
When we deliver our report, we can discuss our respective roles in implementing
and training your personnel in using the improved forms, procedures, and sys
tems. If desired, we will submit our proposal to provide additional services at
that time.
Fees, Billing Arrangements, and Payments
We base our fees for this engagement on the time spent at our standard
hourly rates. The estimated cost of the project is $XX,XXX. A retainer of $X,XXX
is due on your acceptance. We will bill the remainder of the fee on August 31,
19XX, and we expect payment by September 15, 19XX. We will bill any out-ofpocket costs, such as transportation, material, or subcontractor consultants, in
addition to our fees.
Please acknowledge your agreement by signing this letter and returning one
copy to us, together with a check for $X,XXX. Thank you for retaining us. We
hope this will be the beginning of a long and mutually beneficial relationship.
Sincerely,

Ray Richards, CPA

Approved by______________________
President

Date

AICPA______________
American Institute of Certified Public Accountants
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